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STRUCTURAL IMBALANCES, SOCIAL CONFLICT, AND INFLATION: 
AN APPRAISAL OF CHILE'S RECENT ANTI-INFLATIONARY EFFORT. 


David Felix 
Wayne State University 


In the fall of 1955, the Chilean government, facing an inflation surpassing 
an 80% annual rate, mounting social unrest, and speculative flights, employed 
Klein and Saks, a Washington firm of consultants, to draw up an anti-inflationary 
program and advise on its execution. Until June 30, 1958, when its contract was 
terminated, the firm's mission of economic and administrative specialists 
struggled to guide the government in carrying out the comprehensive stabiliza- 
tion program outlined by the mission in the first months of its employment. 

When it departed, only part of the program had been enacted. Although the an- 
nual increase in the cost of living had been reduced from 85% in 1955 to less than 
20% in 1957, it rose once again to approximately a 35% rate in the first half of 
1958. The stabilization effort, moreover, left as legacy a sharp increase in the 
short-term external debt, on which, in fact, much of the slowdown in monetary 


expansion had relied. Finally, a decline in economic activity and rising unem- 
ployment was bringing the monetary slowdown under increasing attack from the 
very groups who had originally been the mission's chief supporters. 


The small success of this latest and most serious stabilization effort em- 
phasizes again the intractibility of Chile's notorious inflation. An appraisal of 
the Klein-Saks effort is, therefore, a useful vehicle for analyzing the reasons 
for this intractibility. Since these reasons concern worsening structural im- 
balances and conflicting group attitudes, the first part of this paper will sum- 
marize the socio-economic antecedents of the 1955-58 stabilization effort as a 
necessary preliminary to a description and appraisal of the effort itself. 


I. Background to the Anti-Inflationary Effort 





While inflation has been endemic in Chile since the 1870's, this long 
sweep can be sub-divided on the basis of changing political and socio-economic 
characteristics into three distinct periods. For space reasons, treatment of 
the first two periods is reduced to terse gleanings needed to fill out the back- 
ground of the most recent period. 

. The research for this paper was made possible by a post-doctoral re- 
search fellowship from the Rockefeller Foundation in 1957-58 plus gen- 
erous supplemental aid from the Research Center in Economic Develop- 
ment and Cultural Change. The writer is deeply grateful to both these 
institutions for their generosity. 
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A. Behavioral Linkages between Past and Present Inflation 





From the 1870's to the end of World War I, Chile was in essence a two- 
class society. An upper class of landlords, mining, and commercial entre- 
preneurs, popularly dubbed the "Oligarchy,'"’ unified by close familial, social, 
and financial interrelations, also monopolized political power over a still inert 
mass of agricultural, mining and urban laborers. 2 Two salient elements of the 
present inflationary problem carry over from this period: an excessive antip- 
athy of the propertied classes to taxation and monetary discipline, and their 
sensitive appreciation of leisure and the more costly aspects of advanced cul- 
tures, that is, their high consumption aspirations. Replicas of French chateaux 
and igiourely Wanderjahren antedate Nurkse's Cadillac-nylon demonstration ef- 
fect. 


The nitrate bonanza enabled both penchants to flower. After disposing 
in the 1891 Civil War of an autocratic president who hoped to channel nitrate 
taxes into a Listian development program, * the ''Oligarchy" used these taxes to 
lift almost the entire tax burden from land and other domestic assets.” The al- 
most complete fiscal dependence on external taxation was, naturally, a source 
of monetary instability during periods of falling export prices. The chronic de- 
mand for easy credit by agriculturalists, intensified when export prices were 
falling, and the opposition of bankers to credit controls added to the inflationary 
bias. Competing explanations of the pre-1920 intermittent inflation are due to 
differences in the emphasis given to each of these factors, a controversy which 
is beyond the scope of this paper. 6 


Further elements affecting the contemporary inflation emerged in the 
second period, broadly, 1920-38. These were: new political combinations 
which challenged and partly displaced the political monopoly of the "Oligarchy,"’ 
and the weakening and ultimate collapse of the nitrate bonanza, which intensified 





2. Alberto Edwards, La Fronda Aristocratica, Santiago, 1952, 4th ed., i 
a stimulating analysis of the interplay of sociological and political fac- 
tors in the pre-1920's era. 





See Ragnar Nurkse, Problems of Capital Formation in Underdeveloped 
Countries, Oxford, 1953, pp. 61-65. 





For the economic antecedents of the 1891 Civil War see Hernan Ramirez 
Necochea, La Guerra Civil de 1891, Santiago, 1951. 





From 59% of all government taxes in 1878, foreign trade taxes rose to 
95. 1% in 1895. See Instituto de Economia de la Universidad de Chile, 
Desarrollo Econdmico de Chile, 1940-56, Santiago, 1956, p. 180. 





Unstable export prices are singled out by some Chilean economists as 
the prime cause. Cf. Pedro Iranete Lepe, "La Depreciacidn Monetaria 
en Chile,’ La Inflacidn, Naturaleza y Problemas, ed. Anibal Pinto, 
Santiago, 1951. Stress on chaotic banking practices and opposition to 
the formation of a central bank is made by Guillermo Subercaseaux, 
Monetary and Banking Policy in Chile, Oxford, 1922. Frank W. Fetter, 
Monetary Inflation in Chile, Princeton, 1931, blames agricultural 
pressures for easy credit. 
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the problem of reconciling the income aspirations of the newly vocal social 
groups with those of the oligarchical classes. The inflation began to assume the 
complex, many-sided features by which it has since been characterized. 


The new political combinations reflected chiefly the growth of the Chilean 
middle classes, a growth stemming mainly from the gradual differentiation of 
functions in the Chilean economy during its nitrate boom. In part, however, it 
was the consequence of a chronic imbalance, from which Chile sti!! suffers, be- 
tween the expansion of liberal and professional training and the more limited 
growth of employment opportunities for such trainees, due to slow economic de- 
velopment and the highly concentrated distribution of income. Thwarted in their 
income and status aspirations, the growing white collar and professional classes 
played a leading role in the formation of the new political combinations of the 
1920's, and in the promulgation of social reforms which would, as by-product, 
increase white collar and professional employment and status, 7 Unemployment 
in the mines, particularly in the post-1918 quinquennium, and growing discon- 
tent and radicalism among the workers, broadened the popular base of the re- 
form-oriented movements. 


Political instability in the 1920's generated a series of military coups, 
culminating in the Ibanez dictatorship of 1927-31. Under military aegis, a num- 
ber of the reform demands of the middle class parties were met, while in 1926, 
the gold standard was adopted and monetary stability prevailed until 1931. A 
copper boom during this period, along with private capital inflow and heavy gov- 
ernment borrowing abroad, offset the deflating nitrate bonanza and greatly fa- 
cilitated the reconciliation of currency stability with the income aspirations of 
the competing social classes. Commodity terms of trade reached a height in 
1927-30 never again attained, even after post-World War II. But the collapse 
of nitrate and copper prices in 1931 and an impossible burden of foreign debt 
service brought renewed political instability and currency depreciation. Con- 
stitutional government was re-instituted in 1933, but the moderately rightist 
regime failed to meet the economic and social demands of the white collar, pro- 
fessional and urban working classes with sufficient celerity,® and in 1938, a 
popular front alliance won the presidency. 


For the next twenty years the government was dominated by left-centrist 
combinations, the middle class parties, generally the Radicals, providing the 
programs, the parties further left delivering the working class votes. The 
rightist parties, remnants of the old "'Oligarchy,'' however, held sufficient 
control of the press, informal influence in government, and veto power in 
congress, to protect the propertied classes from fiscal exactions, abort efforts 





Cf. Edwards, op. cit., Ch. XXII ff. 


Cf. John Reese Stevenson, The Chilean Popular Front, Philadelphia, 
1942, Ch. IV-VII. 
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at land reform, and ensure a sufficient flow of easy credit to offset cost pres- 
sures, whether from rising wages or rising import costs. 


B. Fiscal Problems and Industrial Growth: 1939-58. 





Despite the resplendent banners of industrialization and social reform 
hoisted by the new coalitions, they were never able to find adequate fiscal means 
to carry out their ambitious objectives. Tax revenues from domestic sources 
increased only slightly as a percent of GNP over the twenty-year period. More- 
over, taxation on property income tended downward as a percent of GNP, com- 
pensated for by increases in indirect taxes and in income taxes on salaries, 
that is, by heavier taxation of the classes backing the left-centrist coalitions. 
Taxes on the large American-owned mining companies were also augmented, 
though at the cost of discouraging the post-war expansion of these companies, 
the result evidently of the mode of taxation, rather than its overall severity. 11 


Foreign borrowing failed to offset the inadequacy of tax revenues. In the 
early post-war period, foreign lending sources were meager, and by the time 





9. The terms Right, Left, and Center used herein are standard Chilean 
political appellations. The Right in Chile consists chiefly of the Con- 
servative party, linked traditionally to the large landowners and the 
Church, and the Liberal party, which has its chief connections with 
commerce and industry. These parties are surviving links to the old 
"Oligarchy."' At the far left are the Socialists, Communists, and fel- 
low travelers, strong in the labor movement and to some extent among 
the intelligentsia. The Radical party has been traditionally the domi- 
nant Center party, with strongest ties to the white collar and professional 
classes. However, the Radicals, though highly disciplined as regards 
political tactics, are divided ideologically into a left wing pulling toward 
the far left and a right wing pulling toward the Liberals. In the past, 
the Radicals have formed political alliances alternately in both direc- 
tions. Growing in strength in recent years have been the Social 
Catholics (Democrata-Cristiands) another center party. Formed by the 
splitting off of young pious Conservatives interested in social reform, 
the party now has considerable support from liberal clergy and reform- 
minded members of various social groups repelled by the anti-clerical 
Radicals and far left parties. Finally, there are a number of splinter 
parties who survive through regional roots and shifting alliances with 
more powerful political parties. 


10. See Gonzalo Martner, "La Inflexibilidad de la Tributacidn Interna y la 
Codificacidén de las Leyes Impositivas,"" Finanzas Publicas, Vol. I, 
January-April 1957, pp. 42-80. 





11. In 1955 the ''New Treaty" with the Kennecott and Anaconda mining com- 
panies (the nomenclature bespeaks of a meeting of equals) altered the 
system of taxation to one providing tax incentives for expansion, in re- 
turn for which the copper companies promised to expand capacity. Un- 
fortunately, this occurred on the eve of a collapse of world copper 
prices and the apparent end of the post-war raw materials boom. 
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international lending revived, the instability of Chile's currency and balance of 
payments reduced Chile's attractiveness as a borrower. Almost continual 
budget deficits, financed by central bank credits, have therefore marked the past 
twenty years. At first, deficit financing, sanctified by a facile Keynsianism, 
was fostered as a capital accumulating device. By the later post-war period, 
however, as the budget became enmeshed in the inflationary spiral, deficits lost 
whatever intentional linkage they may have had with capital accumulation. 
Chronic overestimation of receipts and underestimation of expenses were really 
political compromises over budgets which had become ~s battlegrounds in 
the struggle between social classes over relative shares. 4 


Hence, although over half the total fixed investment in 1940-55 was pub- 
licly financed, the proportion reflects mainly the low rate of private investment. 
Overall gross fixed investment during the period averaged about 10% of GNP, 
with the percentage falling in the 1950's as the share of the central budget de- 
voted to capital formation dropped from a 20% average in the 1940's to about 15% 
by 1955. 15 Government investment provided most of the electric power expan- 
sion of the post-war period; virtually all road, railroad, and port expansion; 
and an estimated 50% of residential housing construction (largely financed from 
social security reverses), although a growing urban housing crisis, chronic 
transport bottlenecks, and power rationing indicate the inadequacy of these ef- 
forts. Beyond this, the government development corporation, aided by foreign 
loans, established Chile's steel, petroleum, and sugar beet industries, and 
helped finance the expansion of a number of private enterprises. The stress on 





The International Bank and the Export-Import Bank have made a number 
of loans to Chile. The International Bank, however, after sending a 
mission in 1951-52 to draw up a preliminary draft of an elaborate agri- 
cultural and transport development plan, has refused the large loan 
which it had tentatively promised because of Chile's chaotic financial 
state. In the spring of 1958 this refusal was reiterated. 


See, for example, Juan Crocco Ferrari, "La Poblacidn Chilena como 
Masa Consumidora” Econémia, Vol. IX, July 1948, p. 29. 


The annual budget as presented to Congress is required to be balanced 
“organically,'' that is, without recourse to short-term bank credits. 
However, major items will be withheld from the initial budget for later 
submission, and the government will usually also request emergency 
supplemental appropriations before the budget year is up to cover defi- 
cits due to the chronic mal-estimations. By this time the Congress will 
usually be in a mood to approve a "temporary" recourse to the central 
bank, which debt will subsequently be funded into a long-term debt. 


Investment data from Corporacién de Fomento de Produccion, Cuentas 
Nacionales de Chile, 1940-54, Santiago, 1957, Cuadros 4, 6, 46, 48 and 
Panorama Econdmico, Ano XII, No. 194, Santiago, August 1958, p. 403. 
Government investment spending from Instituto de Economia, op. cit., 
p. 190; and Ministerio de Hacienda, Desarrollo de las Finanzas cas 
Chilenas, 1955, Santiago, 1957, Cuadro 25. 
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government industrial investment, however, was not so much doctrinaire as 
from the necessity of reinforcing the weak urge to invest of the private sector.16 


An array of mercantilist measures supplemented direct public outlays: 
tax exemptions to new industries and to agricultural investment, 17 compulsory 
licensing to restrict entry into established industries, exchange rate subsidies 
to capital goods and raw material imports, and most important of all, quota 
limits and outright prohibition of various manufactured consumer imports. 
These restrictions, however, became governed increasingly by balance of pay- 
ments shortages rather than by rational consideration of investment priorities, 
the exchange shortages reflecting, in turn, efforts to dampen inflation by over- 
valuing the exchange rates for food, raw material, and fuel imports. The con- 
sequent restrictions on "non-essential'"’ consumer imports tended to create pro- 
tected opportunities for small-scale industrial investment, so that a good deal 
of the post-war private industrial expansion seems to have consisted of small- 
scale enterprises producing non-essentials excluded by import policy. 18 some 
of these enterprises were foreign branch firms, coming in to evade the import 
controls ;19 most were of domestic origin. In general, the output curves of these 
industries have the appearance of inverted ''L's:"" a rapid expansion for a short 
period as the limited market vacuum is filled, followed by slow growth or 
levelling off while the firms and industry are still on the upper portion of the 
long-run cost curve, since the overall expansion of real income in the post-war 
era has been quite small. 0 





16. "The Corporation has never interfered with private initiative. It has 
never gone so far as to control any undertaking in which it participates 
or to which it gives assistance. The Corporation withdraws from a busi- 
ness as soon as private capital is ready to take its place."' Statement of 
Guillermo del Pedregal, Executive Vice-President, la Corporacién de 


Fomento de la Producci6én, reprinted in United Nations, Economic De- 
velopment in Selected Countries, New York, 1947, Vol. I., p. 109. 


For tax subsidies see Ministerio de Hacienda, Departamento de Estudios 
Financieros, Tributacion de Fomento al Desarrollo Econdémico en Chile, 
Serie de Divulgacion, Folleto No. 2, Santiago, 1958. 


Some limitation on the formation of "import substituting industries" was 
exerted by requiring that the new enterprises use a certain minimum of 
domestic materials (the minimum varying with different laws and de- 
crees) before qualifying for important privileges. 

Once established, the new industry became sanctified as a ''national 
industry" and could count on the industrialist association, the unions, and 
other influential pressure groups to defend it against the threat of re- 
newed import competition. 


A widely held impression, though documentation is, of course, impossi- 
ble, is that the firms prefer to overcharge the branches for imported 
materials, equipment and managerial services, as a less ostentatious 
way of transferring profits abroad. 


Some empirical data illustrating this pattern of industrial growth is pre- 
sented in David Felix, Los Desequilibrios Estricturales y el Crecemiento 
Industrial: El Caso de Chile, Santiago, 1958. It should be pointed out 
that output data by firm or industry is zealously guarded so that a fuller 
assessment of the scope of this pattern must await the next industrial 
census. 
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C. Agricultural Stagnation and Inflation. 





Although industrial output doubled between 1938 and 1955, it was paral- 
leled by a 16% decline in agricultural output per capita as population growth ac- 
celerated while agricultural output expansion fell below the 1930's rate. Although 
the effort to attract private investment to industry may explain some of the slow- 
at “ot agricultural expansion, basic institutional causes seem far more impor- 


Briefly, there is little evidence of a deliberate squeeze on agriculture. 
The ratio of wholesale agricultural to industrial prices in 1950-54 was 54% 
higher than the 1928-37 average, despite efforts to control agricultural prices. 
Despite heavy immigration to cities, the agricultural labor force still rose 
somewhat in the post-1940 period. This labor force, moreover, remained docile 
and unorganized, its real wage tending slightly downward. Agriculture con- 
tinued to enjoy special tax privileges; in 1951-55 total agricultural taxes, direct 
and indirect, averaged 2.6% of the value of agricultural output. ee Finally, agri- 
cultural land prices rose between 1938 and 1955 well in excess of the rise in 
agricultural output measured in current wholesale prices, a trend not likely to 
have represented capitalized losses. 23 On the other hand, there was little 
change in the latifundist agricultural structure over the past twenty years. The 
lack of incentives for the servile farm laborer, high incidence of absentee owner - 
ship, untutored tradition-minded supervisory personnel, land underutilization, 
all described in McBride's study in the 1930's, altered relatively little. What 
seems to have happened is that, while the low yielding extensive agriculture had 
run up against geographic limitations to further easy expansion, there was no 





21. In the 1930's and during the war years there was something of a Keynsian 
situation--excess labor plus excess capacity--tempered, howevei, by 
balance of payments limitations. The marginal capital-output ratio dur- 
ing 1940-45 averaged 1.7, as compared to 2.6 for 1946-54 (see CORFO, 
Cuentas Nacionales, p. 51). 

On the other hand, in the postwar primary products boom, the removal 
of exchange rate overvaluation would undoubtedly have drawn some pri- 
vate capital to agriculture rather than industry. For reasons cited in 
the text, however, I don't believe the quantity would have been great. 
Moreover, an appeal to historic fatalism is perhaps permissible. The 
social and political context in Chile since the 1930's has not been one in 
which a wholesale shift to a policy favoring the affluent landowning class 
could be considered politically feasible. Marginal adjustments of em- 
phasis are all perhaps that could have been and can now be expected, and 
marginal changes usually yield marginal results. 





Ministerio de Agricultura, La Agricultura Chilena en el Quinquenio, 
1951-55, Santiago, 1957, Cuadro 162. 





Data in the above paragraph from the author's study cited in footnote 20. 


George M. McBride, Chile: Land and Society, New York, 1936. On the 
current extent of land underutilization see the sample survey for Santiago 
and Valparaiso provinces in Comisién Econémica para America Latina, 
Analysis de Algunos Factores que Obstaculizan el Incremento de la Pro- 
duccion Agropecuaria, Santiago, 1953. 

















120 CHILE'S RECENT ANTI-INFLATIONARY EFFORT 


strong economic pressure on the Chilean agriculturalist to shift from his domi- 
nant range cattle-grain complex toward more intensive agriculture. In effect, 
there have been two marginal efficiency of capital functions in agriculture. One 
involved operating within the existing agricultural structure with its lack of la- 
bor incentives and other defects. Pushing out the extensive margin had since 
World War I required increasingly costly preparatory investment in irrigation, 
roads, etc., the easy locations having already been occupied, (erosion has even 
contracted this margin in many south-central provinces) while mechanization 
within the existing system of administration and labor incentives has not yielded 
spectacular results. The other and higher curve requires detailed and en- 
lightened supervision, change in labor incentives, and diversification toward 
intensive type crops and stock raising, in effect, a major reorganization of the 
latifundia system. This type of leap forward Chilean agriculture was not im- 
pelled to make and didn't. 


Relatively rising food prices were the result not only of the drop in per 
capita agricultural output, but also of the greater demand for food due to the 
massive occupational shift out of low wage agriculture and to rising productivity 
in some of the urban sectors, such as industry. The disproportionate rises in 
food prices tended to thwart initial rises in real wages29 and thus to become the 
prime focus of discontent of the wage-salary class with inflation. Legislation 
for private white collar workers, passed in 1937 and subsequently amended in 
1942, for example, provided for an annually adjusted minimum salary linked 
essentially to changes in food prices. Much of the jerrybuilt structure of im- 
port subsidies and price controls of the postwar period was rationalized as 
means of holding down rising food prices for the workers, although, in fact, no 
effort was made to limit the putative benefits to the workers. 


Agricultural stagnation was, thus, at least partly responsible, not only 
for the wage-price spiral, but also for the burden of proliferating administra- 
tion to enforce dubious controls, and for a substantial drain on the balance of 
payments from rising agricultural imports. Net foreign earnings from agri- 
culture (exports minus imports), which had averaged 18% of the total value of 
imports in the 1930's, due primarily, to be sure, to the collapse of mineral ex- 
ports, turned negative inthe war years. By 1952-54 the negative balance aver- 
aged 13% of imports. 26 Moreover, despite growing net imports, per capita 
meat consumption declined substantially with no compensating increase in grains 
and starches over the period 1940-1957. . 





The 1957 family budget survey in Santiago, on which the new cost of liv- 
ing index is based, shows the Santiago manual worker spent 57% of his 
budget on food and the white collar worker 38%. The proportions are 
probably higher in the provinces where wages dnd salaries tend to be 
markedly lower. 


Calculated from foreign trade figures in the Anuarios de Comercio Ex- 
terior of the Servicio Nacional de Estadistica y Censos. 





See Felix, op. cit., Cuadro 8. 
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D. Wage-Salary Trends. 





Trends in wages, salaries, and income shares illustrate still another 
facet of the complex background preceding the stabilization effort. Despite 
gradually accelerating rates of inflation--the annual increase in the cost-of- 
living index averaged 8% in 1936-40, 16% in 1941-45, 20% in 1946-50, 22% in 
1951-52, and was 56%, 71%, and 83% in 1953, 1954, and 1955, respectively -- 
the wage-salary share of national income stayed remarkably stable. 28 But this 
does not mean a completely stalemated wage-price spiral. Within the wage- 
salary group, there were sizeable shifts, most pronouncedly between wages and 
salaries. Salaries, which were 37% of labor income in 1940, rose to 53% in 
1955, a greater increase than is accountable by the moderate rise in the white 
collar proportion of the labor force. Average real salaries rose approximately 
30% between 1940-41 and 1954-55, while national income per capita rose 23% 
and average real wages only 6%. 


Significantly, almost all of the increase in the white collar share occurred 
in the postwar period with its markedly slackening rate of growth in real out- 
put.30 From 39% in 1940-46, the white collar share of labor income rose to 43% 
in 1947-50 and to 50% in 1951-55. Within the manual labor class there was a 
further divergence; after 1948 only industrial, mining, and public utility workers 
show a rise in real wages; in the remainder real wages fell. In the intensifying 
wage-price spiral of the postwar period, only the well-organized and politically 
powerful labor groups succeeded in preserving or improving their position. 31 


The increased white collar share in the postwar period is due to a large 
extent to rising government employment and an increase in average real salaries 





28. For 1940-54, Corporacidn de Fomento, Cuentas Nacionales, Cuadro 7; 
for 1955, unpublished estimates of the Corporacion. Employer social 
security contributions are included in the wage-salary share. Although 
no 1936-39 estimates are available, there seems no good reason to as- 
sume much variation in the shares then. 





This and subsequent data on wages, salaries, income shares and em- 
ployment is taken from Corporacién de Fomento, Cuentas Nacionales. 





The average annual rise in per capita gross internal product was 3. 2% 
in 1941-46, but fell to 0.6% from 1947-55. 


The progressive widening of the wage structure is shown by the follow- 
ing relative wage indices, average agricultural wage being equal to 100: 


1940-41 1947-48 1953-54 


Industry 278 346 412 
Mining and public utilities 546 565 617 
Construction 275 328 281 
Transportation and communication 534 550 488 
Commerce and services 214 222 164 


Computed from Corporacién de Fomento, op. cit., cuadros 20, 36. 
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in the government service, a tendency particularly marked from 1950 on. 32 In 
contrast, employment opportunities for manual workers after 1948 were found 
predominantly in sectors of low and falling real wages. 33 


Apart from expanding functions of the public sector, the increase in pub- 
lic employment reflected the role of the government as residual employer of the 
white collar class, a role activated by the political influence of the white collar 
class when private employment slowed. 34 Data on government salaries and em- 
ployment reveal something of the nature of this pressure. From 1937 to 1955 
the real salary of the highest civil service grade35 fell in irregular fashion by 
approximately 60%, while that of the lowest grade rose irregularly by one-third. 
There was also a considerable upgrading so that by 1957, 26% of the permanent 
personnel were in grade 6 and up as compared to 2.1% in 1937, while 1.3% were 
below grade 17 as compared to 61.4% in 1937. 36 To pacify the higher personnel, 
they were informally given shorter hours and released time to permit holding 
more than one job, with obviously detrimental effect to governmental efficiency. 
In all, remuneration of personnel rose from 33. 4% of the central budget in 1940 
to 47.1% in 1955, the high point in this trend. 37 The two major offsets were a 
relative decline in government internal debt service, a meaningless transfer be- 
tween the government and the central bank, and a decline in the proportion of 
the budget devoted to investment, a ''real’' and more serious matter. 


A similar disorganization beset the social security system. From two 
broad institutions organized in the 1920's to cover manual and white collar 
workers, the system proliferated into over 30 separate entities by the postwar 
period, each with its own administration, levies, and benefits. 38° The exfoliation 





4 
32. See Instituto de Economia, Desarrollo Econémico de Chile, pp. 203-4. 
It should be noted that no employment figures for the entire public sector 
are yet available. 





From 1947-48 to 1953-54 employment in the sectors with rising real 

wages, industry, mining, and public utilities, rose by 49,000, while 

employment in the remaining sectors, where real wages were falling, 
rose by 209, 000. 


Desarrollo Econdémico de Chile, pp. 203-4. 





Grado 1 until 1952; catagoria 1 from 1952 on. 


See Felix, op. cit., Cuadro 18. These estimates include standardized 
bonuses, family allowances, and other regular supplementary payments. 
They do not include additional payments for seniority, for service in out- 
lying regions, and various ad hoc type supplements. Neither do these 
figures include the police, armed forces, or the personnel of semi- 
autonomous public institutions. 


Ibid. , Cuadro 17. 


Forty-seven is a figure offered by those who assign separate status to 
subsections of larger bodies which have virtual independence of admin- 
istration, benefits, and levy rights. See Francisco A. Pinto, Seguridad 
Social Chilena, Santiago, 1950, pp. 36-37. 
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occurred partly because of the extension of coverage to new groups, but chiefly 
because influential white collar groups tended to split off in order to obtain spe- 
cial benefits. Today there are wide discrepancies in benefits paid and in pay- 
roll levies, some classes of white collar workers now having retirement rights 
after as little as 20 to 25 years of service. 39 Administrative duplication has 
greatly raised costs of the entire system, while low interest mortgages and 
fixed rents to a minority of members have in the inflationary environment dis- 
sipated much of the social security reserves. The distorting of the social se- 
curity system is another instance of how, under the pressure of inflation and 
limited economic opportunities, the generous welfare state aspirations of the 
white collar class was being replaced by sauve que peut. 


E. The Acceleration of the Inflation. 





Throughout the postwar period, the business classes, though voicing 
platitudinous denunciations of the evils of inflation, resisted attempts to impose 
credit restrictions or to close loopholes against tax evasion. 40 Even as late as 
1955, the current president of Chile, a leading industrialist, wrote as head of 
the Confederacidn de la Produccién y del Comercio, the super-organization of 
Chile trade associations :41 


It is puerile to pretend that the inflation problem can be resolved prin- 
cipally by credit restraints without attacking its basic causes, unless 
one wishes to provoke by these means an extreme situation leading to 
the paralysis of many activities in order to generate sufficient unem- 
ployment for putting a violent end to the wage-salary adjustments. 


As between credit restraints without reductions in wage adjustments and govern- 
ment spending, "the basic causes,"' and no credit restraint, the latter, he held, 
was infinitely preferable, for mére credit restraint would only increase the gap 
betweeg the supply and demand for goods, and thus increase inflationary pres- 
sures, 42 Moreover, inflation enabled Chilean firms to evade the incidence 


39. For a description of levies and benefits of the major institutions, see 
Instituto de Econonfa, Antecendentes Legales de Ocho Cajas de Previ- 
sion Existentes en 1957, Santiago, 1958. 


Despite the strong basis for broad policy disputation between the agricul- 
tural and industrial classes, little of this seems to have occurred. The 
respective trade associations cooperate as closely as do the political 
arms of these classes, the Conservative and Liberal parties. Strong 
familial, social, and financial ties between the various entrepreneurial 
groups explain part of this spirit of togetherness, but not all, since the 
industrial expansion and urban growth of the past two decades have 
opened paths to wealth for enterprising members of the middle classes, 
including those who could substitute political connections and knowledge 
of government regulations for a paucity of funds. Evidently, the soli- 
darity has been enhanced by social tensions between the business classes 
and the wage-salary classes. 


Jorge Alessandri Rodriquez, La Verdadera Situacién Econdémica y Social 
de Chile en la Actualidad, Santiago, 1955, pp. 31-32. 


Ibid. 
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of a rpte of taxation which under stabilization would become unbearably 
heavy. 


A less complementary view of business attitudes was voiced, however, 
by a former treasury minister, himself a leading businessman, after his failure 
in 1950 to put through a stabilization program consiatiog of credit restraints, 
legislation against tax evasion, and exchange reforms: 


In Chile many parliamentarians, the great merchants, the industrial and 
agricultural producers, that is, the sum of the sectors which have voice 
and vote, shout and gesticulate against the inflation but do not want to see 
it end. Why should they take the cure when they themselves are not sick? 
The victims are not the producers but the mass of consumers, those who 
have neither voice nor vote because even these they sell. 


However, easy credit and tax evasion became less effective means of 
supporting property income, as the modest rate of expansion of per capita in- 
come slowed in the 1950's, paralleling a decline in the gross fixed investment 
rate, and turned negative in 1954, concomitantly with the cessation of industrial 
expansion. 45 As with the continuing agricultural stagnation and the drop in pub- 
lic capital formation discussed earlier, the slowdown in industrial growth ap- 
pears t» have been related in part at least to extra-inflationary factors. Initially 
stimulated in large part by import restrictions, industrial expansion was losing 
force in the 1950's as the growth of overall productivity and income slackened. 
With a substantial proportion of industrial capital locked up in uneconomically 
small-scale high cost enterprises, 46 industry became dependent to an increas- 
ing extent on credits at negative "real'’ interest to maintain its rates of profit in 
the face of rising costs and stagnating demand. 47 


43. Ibid. , pp. 41-52. 

44. Carlos Vial Espantoso, Cuaderno de la Realidad Nacional, Santiago, 
1952, Vol. 1., p. 103. Vial's abortive program was inspired in part by 
an economic mission headed by Professors Erik Lindahl and Carl] Iver- 
son. See United Nations, Technical Assistance Administration, Report 
of the United Nations Economic Mission to Chile, 1949-50, New York, 
1951. 

Gross internal investment averaged 10.5% of gross internal product in 
1946-49, and 9.2% in 1950-55. The index of industrial production rose 
at a 7% average rate from 1948 to 1953, and then fell to 0.8% in 1954-55. 


This point is so widely accepted in Chile that the industrialist associa- 
tion, turning adversity to advantage, uses it as an additional argument 
for special treatment. 

"Chilean industries deliver their products, in many cases, at prices 
and quality equal to similar imports, including customs duties. In other 
cases, national manufacture, has, of course, greater costs for reasons 
too well known and beyond that industry's control, such as an excessively 
small market which increases costs, etc., etc.'’ Editorial in Industria, 
publication of La Sociedad de Fomento Fabril, June 1958, p. 3. aa 

: (100+i) 
That is, L (i00+p) 
annual increase in prices, and L the initial loan. Throughout the twenty- 
year period the "real" rate was negative. 











< L, where i is the bank rate of interest, p the 
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The sharp rise in the rate of inflation from 1953 to 1955, however, went 
beyond that attributable to the growing real distortions in the economy. Two 
added factors seem to have set off the severe upsurge of prices. One was the 
post-Korean drop in copper prices, which sharply cut government tax revenues 
and swelled the budget deficit. The other was an abortive effort in 1953-54 to 
unify the complex multiple exchange rate system and reduce import subsidies. 
Efforts to hold down credit expansion failed as usual, and there was a massive 
expansion of the money supply to cover the enlarged budget deficit and to com- 
pensate private enterprise for higher import costs. 48 The accelerating infla- 
tion set off the most severe speculative flight into real estate, stocks and 
foreign currency yet experienced. 49 Mounting social tensions, which in 1955 
culminated in two general strikes, further impelled the speculative frenzy. 


At this point fear that complete social and economic disintegration was 
impending finally led the business classes to consider seriously an immediate 
anti-inflationary effort. This fear is succinctly expressed in the following state- 
ment of the manufacturers’ association:59 


When the government decided to undertake anti-inflationary measures at 
the end of 1955, the national economic situation had arrived at a point of 
extreme danger...rises in wages and salaries on the one hand, and 
prices on the other, were competing with each other in their rates of 
acceleration; the inflationary psychosis dominated all sectors... the 
citizenry demoralized and at the same time conscious of the economic 
calamity, was speculating from the acquisition of household goods to that 
of real estate in an understandable effort at self defense and survival. 
All these symptoms were only a part, the most obvious, of the frightful 
picture of an economy in open disintegration. 


The government of General Carlos Ibanez, which from its election in 1952, on 
the strength of the general's reputation as a strong man with populist leanings, 
had bounced from left to right like a ping pong ball, now veered temporarily to 
the right. The shift placed businessmen with conservative leanings in the key 
cabinet posts, and a contract was signed with the Klein and Saks firm to draw 

up and advise on the implementation of a stabilization program. 





UN, Economic Commission for Latin America, "Some Aspects of the 
Inflationary Process in Chile,"' Economic Bulletin for Latin America, 
Vol. I., January 1956, pp. 45-53. 





Until 1954, income velocity rose remarkably little despite the long se- 
vere inflation. There had been previous speculative booms in the post- 
war period, but these had been aborted. Evidently, government con~- 
trols, periodic brief bouts with credit restrictions, and informal bank 
credit rationing had kept the negative real interest rate from being an 
open door to hyper -inflation. 


La Sociedad de Fomento Fabril, Industria, March 1958, p. 5. 
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Il. The Stabilization Effort 





A. The Mission and Its Program. 





Klein and Saks was chosen evidently for three reasons. An outside team 
of advisors might better be able to remain above the maelstrom of party politics 
which tends to engulf most Chilean economists and technicians. Dr. Julius 
Klein, the senior partner of the firm, had drawn up a successful stabilization 
program for Peru in 1949. The firm, with its putative connections with Ameri- 
can financial circles and Washington officialdom, could facilitate the flow of 
American credits to soften the impact of the stabilization effort. 


The first two reasons were not, however, without their offsets. Since 
previous expert missions had advised fruitlessly on the inflation, the chief in- 
novation was that the Klein and Saks Mission would partake in the day-to-day 
details of implementing the program, rather than merely draw up general rec- 
ommendations as the earlier missions had done. The Klein-Saks Mission, how- 
ever, unwisely compounded the suspicion and even hostility of the local econo- 
mists and technicians by failing to include Chileans among its staff, either as 
senior technicians or in a public relations capacity. 51 Composed exclusively of 
Americans therefore, some of whom prominently displayed the foreign language 
deficiency of Americans abroad, the Mission became an easier target for anti- 
American demagoguery. 


The Peruvian credentials of Klein and Saks also had unfortunate connota- 
tiong. The Peruvian program had been put through under a dictator, General 
Odria, who had ousted the parliamentary government shortly before the arrival 
of the Klein Mission. Moreover, the Peruvian program not only involved a par- 


tial wage freeze, the abolition of various controls, and food subsidies, but the 
Klein reports tended to flaunt various rightist shibboleths, "curtailment of gov- 
ernment enterprises," "inducements to foreign investors, '' and the like, with 
no compensating concessions to slogans of the left such as "development plans, " 
“social welfare," etc. The Chilean Mission occasionally tended to reproduce 





51. This criticism was made to me by a number of Chilean professionals, 
and was freely admitted by members of the Mission in post-mortem 
discussions. 
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such verbal bias®2 which conflicted with the stated intent of its program to gain 
support from a broad array of the battling groups because:53 


Analysis of this situation brought the Mission logically to the conclusion 
that the only plan with a chance of success would be that which signified 
a general attack, in which all sectors would contribute through a gradual 
withdrawal from their extreme positions, to the restoration of an orderly 
economy and the placing of the foundations for a more rapid and balanced 
development. 


The ideological slips of the Mission reinforced suspicions of the Center and Left, 
initially aroused by the Mission's Peruvian record and by the fact that the Right 
had been instrumental in contracting its services. 


The Mission was never able, therefore, to establish successful liaison 
either with the bulk of Chilean economists, who remained aloof or sniped at the 
Mission for failing to deal with the more "fundamental" causes of inflation, or 
with the Center and Left which tended to view the Mission as a rightist creature. 
Its closest liaison was with the Liberal and Conservative parties, the classic 
Chilean Right, and more occasionally, with individuals of the Radical and other 
Center parties who were of somewhat more conservative persuasion. This was 
unfortunate for a stabilization program which attempted to get a broad accept- 
ance of a mutual "withdrawal from extreme positions." 





For example, although the Mission in a report on November 6, 1956, to 
the Joint Congressional Committee on the Budget disclaimed interest in 
investigating the historic roota of Chilean inflation, its report to the 
same body a week later placed the major responsibility for the inflation 
on excessive government controls, ‘political prices in agriculture," 
social security and health expenditures, gratuitously praised the gov- 
ernment corporation for selling part of its stock in the steel company to 
private parties, aad pronounced in favor of an invigoration of private 
enterprise. These points were reasonable enough, but represented only 
a partial and partisan airing of the wounds hardly likely to win support 
from the center-left. See Klein and Saks, El Programa de Establizacién 
de la Econom({a Chilena y 61 Trabajo de la Mision Klein y Saks, Santiago, 
May 1958, pp.123, 133-48. 

Such verbal affronts to left sentiment weakened the Mission's claim to 
impartiality on ideological matters, and helped persuade the left that the 
Mission was merely a thinly disguised weapon of the Chilean right. See, 
for example, speeches by the Socialist deputy, Corboldn, July 8, 1956 
(Sesiones Extraordinarias de la Camara de Diputados, Vol. II, p. 3170) 
and Radical Senator Bossay, July 5, 1957 (Sesiones Extraordinarias de 
la Cémara de Senadores, Vol. I, p. 468). 








Klein and Saks, op. cit., p.4. 
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The program proposed by the Mission shortly after its arrival and re- 
peatedly urged throughout the rest of its stay, was the following:54 


Fiscal Policy 
A. The elimination of budget deficits by: 


1. 


Immediate curtailment of spending on military hardware, overseas 
military and other government missions, and postponable public 
works; 


Gradual reduction of food and public service subsidies through 
higher exchange rates, elimination of INACO (the government im- 
porting and agricultural marketing agency), and higher charges for 
public services; 


Gradual reduction of public employment, coupled with rationaliza- 
tion of public administration; 


Higher luxury taxes, linking of tax assessments to cost of living 
increase, stiff penalties for evasion and payment delay, with pay- 
as-you-go taxation as ultimate objective. 


Public Administration 





A. Rationalization of public administration through measures stated in 
I. A.2 and I. A. 3, plus: 


‘. 


Unification of salary scales in public service, greater salary dif- 
ferentials to hold and stimulate effort from higher level official- 
dom; 


Consolidation of social security agencies, reduction of early re- 
tirement privileges and other abuses; 


Tax consolidation to eliminate petty low yielding indirect taxes, 
enabling tax collectors to concentrate on important revenue 
sources. 


Monetary Policy 





A. 


As an immediate step, the assignment by the Central Bank of maximum 
credit quotas to each commercial bank sufficiently stringent to "force 

a progressive reduction of swollen profit margins and inventories and! 
therefore in the rate of increase of prices, but ample enough to permit 





54. 





Ibid. , pp. 4-33, contains most of these objectives. A few further de- 
tails, however, are expressed only in memoranda and reports scattered 


through the volume. 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 129 


a continued and gradual expansion of production despite the rise in | 
costs which might still continue," plus: 


1. Raising of the rediscounting rate and more stringent limits on re- 
discounting to commercial banks; 


Qualitative restrictions on paper eligible for rediscounting to ex- 
clude letters covering credit for luxury or speculative purposes; 


3. Equal rediscount rates to both public and private entities. 
As longer run objectives the return to "normal" methods of credit 


rationing through the rediscount rate, reserve ratios and a positive 
real rate of interest. 


IV. Wage-Salary Policy 





A. 


As an immediate step, the Mission proposed setting a maximum limit 
on wage-salary adjustments below the previous year's increase in the 
cost of living, with some increase in family allowances to cushion the 
blow. 


. As a long-run objective, the Mission favored abolition of all wage ad- 


justment legislation for the private sector, returning wage-salary de- 
termination to market forces. 


V. Prices and Subsidies 





A. 


The freeing of prices by: 


1. Gradual elimination of various controls and subsidies on wage 
goods, with increases in family allowances to cushion the blow to 
wage-salary workers; 


Gradual freeing of other controlled prices, plus pricing of govern- 
ment services high enough to avoid losses; 


Anti-monopoly legislation, plus gradual lifting of quantitative im- 
port controls in favor of tariffs as a means of limiting monopoly 
pricing. 


VI. Foreign Exchange Policy 





A. 


As immediate measures the Mission advocated: 


1. Consolidation of the multiple exchange system into two exchange 
rates, one covering all merchandise transactions, the other cov- 
ering capital transactions and tourism, both rates to be freely 
flexible, subject only to emergency Central Bank intervention as 
buyer or seller; 


The creation of a single list of permitted imports and abolition of 
the import licensing system; 
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'mporters to be required to deposit with the central bank for a spe- 
cified period of time prior to arrival of the goods, quantities of 
pesos bearing varying ratios to the peso price of the imports; these 
ratios, to be established by the Central Bank, to vary according to 
exchange availability and degree of essentiality of the imported 
items; 


A special tax on exports to be levied for six months after devalua- 
tion in order to recoup some of the windfalls from devaluation for 
the treasury; 


Tariff rates to be adjusted in accordance with the rise in exchange 
rate in order to maintain fiscal revenues. 


As longer-run objectives, the Mission hoped to achieve a single ex- 
change rate, the elimination of the import deposit system, the elimina- 
tion of the prohibited list, and a complete tariff reform, the latter 
oriented both to the fiscal revenue problem and to the anti-monopoly 
program. 


On the whole, the program bore out the Mission's intent to impose ad- 
justment burdens on most of the entrenched sectors. Much of the program, in 
fact, could easily have been culled from previous unsuccessful stabilization ef- 
forts, party documents, and the mutual recriminations of power groups. The 
one power group given more gingerly treatment was the agriculturalists. The 
Mission seemed to accept their story of oppression and injustice, low prices, 
etc. , almost intact. 5) 


As indicated, a number of measures, partial wage-salary freeze, credit 
limits, exchange rate consolidation, tax increases, and various budgetary 
economies, composed the immediate effort to bring down the rate of inflation. 
Broader reforms were then to bring about the final readjustment of the economy 
and the elimination of inflation. As a tentative time table, the Mission hoped to 
cut the rate of inflation in half in 1956 and again in 1957 and to achieve virtual 
stabilization by 1958 or 1959. Despite subsequent difficulties it is a notable 
achievement that the Miszion's time table was carried out through 1957, the 
cost of living rise declining from over 80% in 1955 to 20% in 1957. By the end 
of 1957, however, the stabilization effort was running completely out of steam. 
Moreover, the time table had not been the result of a major implementation of 
the program, and by 1957 depended heavily on running down foreign reserves 
and emergency short-term borrowing abroad, thereby leaving Chile with a very 
serious debt servicing problem for the next few years. 





The Mission's tax program would have also affected agriculture, e.g. , 
adjusting property assessments to cost of living, severe penalties 
against tax delinquency, and the elimination of income tax exemption on 
agricultural incomes. On the last, see ibid., p. 132. For the gingerly 
treatment, see below. 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 131 


B. The Limited Implementation of the Program. 





The most obvious reason for this relative failure is that only part of the 
emergency measures and none of the long-run steps were carried out. The 
Mission's own warning on this is appropriate:56 


...an attack against the wage-price spiral through freezing wages, 
without simultaneously imposing controls on the use of credit anda 
reform of the budget through developing new tax resources (as well as 
economies) would have constituted a sacrifice not only sterile but born 
almost exclusively by the wage-salary class. We say ''sterile" because 
we are convinced that the pressures which would build up before the 
sought-for stability was reached would easily cause a revolution of the 
social order. Furthermore, this is only an example of the fact that all 
controls have their real limits. For example, credit controls would 
reach their limit and would fail, sooner or later, if the budget problem 
is not resolved. 


Nevertheless, the tax increases and evasion controls asked for in the 
program were not obtained and the budget problem not resolved, or even re- 
duced. The Left didn't push these measures, preferring to oppose the whole 
program for longer-run political advantage; the Right and its business and agri- 
cultural supporters opposed them since they were directed against property in- 
come. When, for example, the government, in 1957, proposed that a surcharge 
be levied on income tax payments equal to 80% of the rise in the cost of living 
between the date of income declaration and the date of tax payment, the treasury 
committee of the chamber of deputies rejected the proposal because: 


Radical, Liberal and Conservative deputies... stated that the approval of 
the proposal would signify legalization of the inflationary process, and 
that, furthermore, it was unjust for the government which had forced a 
wage freeze on employees, to benefit from a greater revenue derived 
from the rise in the cost of living. 


With the fiscal problem intensified in 1957 by the sharp drop of copper 
prices and, hence, of tax revenue from the large copper companies, the govern- 
ment continued to borrow heavily from the Central Bank, over and above the 
non-inflationary borrowing from abroad. Central Bank credits to the govern- 
ment, which fell from 14% of the net increase in the money supply in 1955 to 
10% in 1956, rose to 31% in 1957. 58 Growing arrears in payments to govern- 
ment suppliers added to the mounting pressure from the business sector for a 
relaxation of credit restraints. 





56. Statement made to Joint Congressional Budget Committee, November 11, 
1956, ibid., p. 128. 


$7. El Mercurio, December 17, 1957, p. 21. 


58. Klein and Saks, op. cit., Cuadro7, p. 242. 
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The Mission's warning that inequality of sacrifice would cause the par- 
tial wage-price freeze to disintegrate also came to pass. While in 1956, wage- 
salary adjustment was held to a maximum of 50% of the previous year’s in- 
crease in the cost of living, and in 1957 to 80%, the 1958 maximum was 100% of 
the 1957 cost of living increase, ending, for the time being, efforts to dampen 
the wage-price spiral by means of a partial wage freeze. Moreover, from 1955 
to 1957 there was a drop in the relative income and/or consumption share of 
wages and salaries lending plausibility to the inequality of sacrifice thesis. 59 
However, since the truncated maximum wage adjustments through 1957 equalled 
or exceeded the cost of living increase of the year to which the adjustments ap- 
plied, the drop in the wage-salary share was more likely due to a greater drop 
in employment than output in the higher wage sectors like manufacturing, and a 
further shift of labor to low wage activities like services and commerce where 
wage adjustments were adhered to more in the breach than the observance. 
Nevertheless, worsening employment opportunities and rising unemployment 
unaccompanied by evidence that the propertied classes were ready to bear more 
than some credit restraints as their share of the adjustment burden, increased 
distrust of the entire program among organized labor and the political left, who 
were able to foment successful resistance to less than full cost of living adjust- 
ments. 


The Mission did succeed in getting its immediate exchange rate reforms 
adopted. There had been growing dissatisfaction among businessmen with the 
complex system of exchange controls and licensing, its administrative delays, 
corruption, and favoritism. An abortive attempt had already been made in 1953 
and 1954 to reform the system. In the spring of 1956, aided by $75, 000, 000 in 
short-term credits from the IMF, the US Treasury, and private American banks, 
the consolidation of the multiple exchange rates into two rates was effected. 

One rate applied to all commodity and invisible commercial transactions; the 





1953 1954 19551956 
Wage-salary share of 
national income 45.8 46.5 45.2 42.8 
Wage-salary share of 
national consumption 42.4 40.6 39.5 38.8 


Sources: 1) National Income shares from Corporacién de Fomento cal- 
culations, reprinted in Felix, op. cit., Cuadro 27. 


2) Consumption shares from Economic Commission for Latin 
America, "La Econom({a Chilena en 1956 y 1957," p. 269. 
These calculations are based on a technique devised for 
ECLA by Nicholas Kaldor, which subtracts investment from 
GNP, and then attempts to allocate the incidence of taxation 
and savings between the labor and property sectors. The 
implication of the lower percent for labor consumption than 
labor income, is that investment, of which from 50 to 70% 
was governmentally financed, was largely, because of the 
regressive incidence of taxation, financed out of labor in- 
come. Unfortunately, the detailed methodology and calcula- 
tions of these interesting figures have not been released, and 
the figures must, therefore, be accepted on faith or plausibility. 
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other to capital transfers and tourism. 69 The new rates involved a substantial 
devaluation, but needless to say, the Mission's suggestion of a six-month spe- 
cial tax on exports to recover windfall gains from devaluation was not adopted. 
In addition, a single list of permitted imports was drawn up and import licensing 
was abolished. Instead, 90-day peso deposits with the Central Bank were re- 
quired, the deposits representing varying ratios of the value of imported items 
as determined by a schedule drawn up by the Central Bank. 61 The schedule, 
assigning deposits ratios for different classes of imports according to the 
authorities’ judgment of their essentiality, was, in effect, a more flexible sub- 
stitute for the import licensing system, with the added advantage of reducing 
windfall profits for importers and soaking up some of the money supply. 






No progress was made, however, toward the Mission's long-run objec- 
tive, a unified flexible exchange rate with administrative import controls re- 
placed by tariffs. While the less important broker's rate (capital and tourist 
transactions) fluctuated freely, save for occasional Central Bank intervention to 
check speculative flurries, the all important bank rate, at which most exchange 
transactions took place, was actually fixed by the Central Bank. Conflicting 
pressures from exporting and importing interests, and the wide prevalence of 
the view that devaluation should be delayed as long as possible in order to hold 
down inflation, caused the Central Bank to keep the rate fixed for sustained 
periods, and to make upward adjustments reluctantly, preferring instead to in- 
crease import deposits as a means of restraining imports. As copper prices 
fell and domestic prices and costs rose, the Mission found itself periodically 
urging greater or more rapid devaluations in order to approach that ignis fatuus 
the "equilibrium exchange rate,"' against the Central Bank's feet dragging. 62 
The Congress, also unable to agree on an exchange rate policy which would 
satisfy both exporting and importing interests®3 and restrain inflation, finally 
attempted in 1958 a typical Chilean solution. The Banco Central was left to its 
feet dragging, while an administratively complicated law was passed granting 
rebates to exporters for all Chilean taxes levied on the inputs consumed by the 
exported goods. 64 





60. New foreign capital was given the option of entering at either rate, the 
choice, however, committing the investor to the chosen rate for future 
transfer of dividends or capital abroad. 


61. See Central Bank decree, Banco Central de Chile, Boletin Mensual No. 
337, March 1956, and Ley 12084, August 1956, in Boletin Mensual No. 
342, August 1956. 








62. Klein and Saks, op. cit., pp. 72-77, 166-170, 219-21. 


63. See, for example, the sharp senatorial interchanges on the subject re- 
ported in El Mercurio, December 19, 1957, p. 34, and January 9, 1958, 
pp. 9, 11. 


64. Ley No. 12, 861, Articulos 93, 94, 95, and Decreto del Ministro de 
Hacienda, No. 10, 815, reprinted in Industria, September 1958, pp. 15- 
23. The exports of the foreign owned copper, nitrate and iron mining 
companies are excluded from the benefits of the law. 
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Aside from continued inflation, the Mission's exchange reform was har- 
assed by two additional factors. One was the sharp drop in copper prices; the 
yearly average price, which had risen from 31 cents in 1954 to 44 cents in 1955, 
fell to 40.7 cents in 1956, to 27.9 cents in 1957, and to 21.3 cents in the first 
quarter of 1958.65 This severe drop in 1957 was not allowed to affect the vol- 
ume of imports immediately. Imports in 1957 reached, in fact, the highest 
dollar value in Chilean history. But this was accomplished by consuming ex- 
change reserves and short-term credits and by running up commercial arrears, 
the sum of the three covering a seventh of 1957 imports.°6 The declining state 
of Chile's international liquidity evidently strengthened the Central Bank's re- 
luctance to let the exchange rate seek its own level, a view in which the Mis- 
sion came to concur, although it argued for greater devaluation to the end of its 
Stay. 


The second complicating factor was the port of Arica, the sea terminal 
of the Arica-La Paz railroad, which in 1954 had been made a free port, appar- 
ently to strengthen the somewhat doubtful loyalty of the Aricanians to Chile. 
Arica quickly became a major smuggling center for prohibited or heavily taxed 
luxury imports. Though located on the barren Peruvian border, 1000 miles 
from the populous central zone, professional smuggling rings encountered stiff 
competition from droves of Chilean women of easy civic virtue who had the 
leisure and surplus pesos to make the trip. By 1957 smuggled ds at a rate 
of perhaps $25, 000,000 a year passed through Arica into Chile. 7 Despite pres - 
sure from both the Mission and central zone merchants and manufacturers, the 
Ibanez government refused to modify Arica's status. Higher national interest 
outweighed economic considerations, though in this case defense went with 
opulence. 


The drop in copper prices, smuggling, and the delays in raising the ex- 
change rate caused increased reliance to be placed on the import deposit sys- 
tem. This meant a gradual upgrading of imports to higher deposit categories. 
In July 1958, there were in existence 10 categories of goods with deposit re- 
quirements ranging from 5% to 5000% of the peso value of the imports, with 
almost all goods in the 100% and up categories. With bank interest rates rang- 
ing around 16% (plus various taxes and charges), it is obvious that the deposit 
quotas signified a range of greatly varying importing costs. The import deposit 
system had become a thinly disguised multiple exchange rate system. 


In view of the foregoing it is perhaps superfluous to say that the Mission's 
monetary objectives were only partially attained. The expansion of the money 
supply was slowed, but the bank rate of interest remained negative in real terms, 





65. Price per pound of electrolytic copper, London. 


66. There was a $15,000,000 drop in reserves, an equal accumulation of 
commercial debts to foreigners, and $36.3 million drawing on foreign 
credits. Klein and Saks, op. cit., pp. 168-69. In addition, Chile had 
access to some long-term IBRD, Export-Import Bank credits, anda 
US agricultural surplus loan under US P. L. 480. 


67. _—Ibid., p. 166. 
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so that the Mission's goal of developing the interest rate as the prime credit 
rationer was not accomplished. The primary means of limiting credit expan- 
sion was the assignment of maximum monthly credit quotas to each of the com- 
mercial banks and to the Banco del Estado, the huge government bank formed 
in 1953 by the merging of a number of smaller government banks. The penalty 
for exceeding the quota was the denial of rediscounting privileges to the violating 
bank. In addition, a scale of rediscount rates ranging from 6% to 11% accord- 
ing to the ratio of a given bank's rediscounts to its capital and reserves was es- 
tablished as a secondary device. 68 With, however, a 16% bank rate the redis- 
count rates were obviously inadequate in themselves to discourage bank lending. 
The credit quota was consequently the chief control device. 


As Table I indicates, the rate of expansion of the money supply was re- 
duced from 66% in 1955 to 43% in 1956 and 28% in 1957. The accomplishment 
rested rather heavily, however, on special non-recurring offsets to the expan- 
sion of bank credit to the private and public sector. In 1956 the chief offset was 
the rapid build-up of import deposits, sterilized in the Central Bank. In 1957 
it was chiefly the temporarily sterilized peso counterpart of the sale of surplus 
American agricultural commodities. 69 The classification of contributing and 
offsetting factors in Table I is, however, somewhat misleading. Aside from 
overemphasizing the item, "foreign exchange operation," (see footnote 3 of 
Table I), the table cannot, of course, indicate that the size of the credit quotas 
was partly influenced by the demand for import deposit money and other mone- 
tary leakages, since the setting of the quotas took place amidst much wrangling 
between competing interest groups. 


What is more significant is that after the fright of an 80% inflation and 
immediate social disintegration had subsided, business, agricultural, and finan- 
cial interests began to chafe at the credit controls. Thus, the Sociedad de 
Fomento Fabril, the powerful manufacturers’ association, by 1958 was openly 
demanding greater credit expansion in order to promote production. 70 Pressure 
from agriculturists for more credit to finance the 1958 wheat A ay caused the 
Central Bank to raise the credit quotas in the spring of 1958. 71 Meanwhile, the 
National Association of Importers and the Banking Association began campaign- 
ing for the desterilization of import deposits by shifting them to the commercial 
banks. 72 In July, 1958, the Conservative party issued a call for an easing of 
credit in order to encourage production. 73 As for the Mission's long-run goal 





68. The Banco del Estado could rediscount at much lower rates on its agri- 
cultural loans and certain other paper. 


69. These loans were not renewed for 1958, partly because of agricultural 
opposition. 


70. e Industria, March 1958, pp. 4-8; El Mercurio, July 31, 1958, p. 23; 
gaat 15, 1958, p. 23; August 21, 1958, p. 17. 


7a. See the critical senate speech of Carlos Vial, reported in El Mercurio, 
May 14, 1958, pp. 20-21. 


72. El Mercurio, July 24, 1958, p. 16. 


73. El Mercurio, July 30, 1958, p. 17. 
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Table I. Factors Affecting the Money Supply, 1955-57 . 





(End of year figures in billions of pesos) 





1954 1955 1956 1957 
1. Loans and investments of commercial 
banks 32.8 47.8 61.4 82.4 
2. Loans and investments of the Banco 
del Estado 24.9 35.9 54.0 74.3 
3. Loans and investments of the Central 
Bank 
a. With government! 13.5 20.0 24.8 39.2 
b. With public” 6.9 10.3 19.0 27.6 
4. Peso counterpart of US agricultural 
surplus loans - - 1.4 - 4.1 -17.5 
5. Foreign exchange operations 3.5 7.0 27. 8° 26. 4° 
6. Import deposits - - -15.6 -16.0 
7. Miscellaneous factors -11.5 - 3.4 - 1.2 - 4.2 
8. Total money supply 70.1 116.2 166.1 212.4 
Se Includes short-term loans to treasury, the government railroad corpora- 
tion, and INACO, the government agricultural and import wholesaling 
agency. 
2. Includes some loans to mixed enterprises like the Pacific Steel Co. 
3. 4,250 million pesos in 1956 represent advances to the treasury against 


anticipated exchange income. This debt was not repaid but instead was 
"consolidated,"' that is, funded into a long-term debt. The above sum 
should thus be listed under 3a rather than5. See Leyes No. 12, 405,, 
12,428, and 12,434, as reported in El Banco Central de Chile, Boletin 
No. 358, December 1958. For 1957, Ley 12,462 authorized the gov- 
ernment to borrow approximately 11 billion pesos under similar ar- 
rangements. 





Source:Klein and Saks, op. cit., cuadro 6. 
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of raising the real rate of interest above zero, this apparently never found any 
significant support. Efforts to raise interest rates tended to be viewed as in- 
flationary, since they increased business costs. 74 


The growing pressure for more rapid expansion of credit reached the 
point by 1958 where the chief counter-force holding down the lid was the Inter - 
national Monetary Fund. The Fund's influence resided in its standby credit 
agreement, whose renewal for $35, 000, 000 in Spring 1958 called for prior con- 
sultation between the Fund and the Central Bank on domestic credit quotas, with 
the Fund reserving the power to suspend drawing rights if credit expansion ex- 
ceeded the agreed limits. 75 This now directed some of the pressure for easier 
credit at the Fund. Even El Mercurio, one of the more staunch supporters of 
credit restraints, joined in this as when it gently reminded the Fund that it was 
really a "matter of oscillating increases with small differences [from the agreed 
limits] which may avoid conflicts whose repercussion is always more serious 
than the danger which the excessively rigid policy was attempting to avoid. "16 


Why was only part of the Mission's program carried out? A moralizing 
answer is that the Mission's ostensible sponsors, the business classes and the 
rightist political parties, conforming to Chilean tradition, lacked sufficient long - 
run perspective and sense of responsibility to be willing to shoulder what the 
Mission considered an equitable share of the burden of stabilization. But it is 
also evident that these groups were disturbed by adverse economic, political, 
and ideological aspects of the Mission's efforts, so that their support of the 
Mission, after the initial fright at the 80% inflation subsided, became increas- 
ingly tepid and querulous. 


C. Depressing Tendencies in the Economy. 





The adverse economic trends paralleling the stabilization effort were 
growing unemployment, a sharp decline in construction, a smaller decline in 
industrial activity, and a minor liquidity crisis. In addition, a number of ex- 
porting regions suffered special difficulties during the period of the stabiliza- 
tion effort. These were: in the North, the nitrate industry, still saddled with 
a large number of high cost mines using the outmoded Shanks method, 77 and 
the small and medium sized copper mines, caught between high production costs 
and falling copper prices; in the South, the timber and coal industries, hit by 
declining domestic demand and by a sharp decline in exports to Argentina. This 





See, for example, the senate discussion of this question reported in 
El Mercurio, April 24, 1958. 


See senate speech of Carlos Vial, El Mercurio, May 14, 1958, pp. 20-22. 


Editorial in El Mercurio, July 7, 1958, p. 3. 


See Klein and Saks, 3: cit., pp. 178-184. Nitrate prices (US price per 
5. 


ton) had fallen from 
problems. 


7 in 1952 to $49 in 1957, adding to the industry's 
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export decline, in turn, was due both to Argentina's own economic crisis, and 

to the partial substitution of US wheat imports, financed by our surplus agricul- 
tural commodity program, for Argentine wheat formerly imported to supplement 
domestic supplies. As a consequence, the swing in the bilateral trade agree- 
ment with Argentina moved so sharply in Chile's favor as to force a reduction in 
Argentine timber and coal imports from Chile. 78 Not surprisingly, all the above 
mentioned economic difficulties tended to be indiscriminately charged to the 
Mission's account by its inveterate critics and the growing number of disaffected 
supporters. 


Estimates for Greater Santiago, the industrial and commercial heart of 
the country with about 25% of the nation's population, indicates that until June 
1957 unemployment hovered at a moderate 5 to 6%. By June 1958, however, 

a survey, including also greater Valparaiso, indicated a 9% rate of unemploy- 
ment. 89 sectoral figures, however, are more revealing. These show that by 
October, 1956, a sixth of the Santiago labor force in construction was unem- 
ployed, and that by June 1957, unemployment had risen to 19%, with an additional 
drop of 14% in the total numper of workers either employed or reported as seek- 
ing work in construction. In industry, unemployment hovered around 5%, but 
there was in addition a 6% drop in the number of workers reported employed or 
seeking industrial employment between the above two dates. On the other hand, 
employment in commerce rose by 9. 5% and in casual services by 12. 5% during 
the same period. 81 By June 1958, however, the low wage sectors like com- 
merce and personal services had ceased being residual employers, and overall 
employment mounted. 82 The period of the Mission's activity was thus marked 





1955 1956 


($1000 Us) 
Exports to Argentina 
I. Coal and Coke 1,900. 4 1, 278.6 
2. Lumber 15, 144.2 9, 323.4 





Source: Boletines Mensuales Nos. 337, 349, 359, 361, table, Convenio 
Chileno-Argentino. Above figures are from March to March, 
the accounting year used in the trade treaty. 





Instituto de Economia, Ocupacién y Desocupacién, Gran Santiago, Junio, 
1957, Santiago, 1957. 





Study of the Instituto de Economia as reported in El Mercurio, August 6, 
1958, pp. 1, 18. 


Instituto de Economia, Ocupacidn y Desocupacion, Gran Santiago, Junio, 
1957, op. cit. 





Instituto de Econom{a study, cited in footnote 80. This same study indi- 
cates also, that between the 1952 census and June 1958, the proportion of 
the population at work or actively seeking work fell from 42% to 37%. 
While much of this shift is due to a relative rise in population below 14 
years of age, the study suggests as one of the auxiliary reasons for the 
shift a decline in job opportunities for women. 
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by an acceleration of the trend, already noticeable earlier, for the composition 
of the work force to shift from relatively high to relatively low wage activities. 83 


The decline nationally in construction activity roughly paralleled the de- 
cline in construction employment. 84 For industry, on the other hand, national 
output fell only 2% in 1956 and another 1.7% in 1957, while employment fell 10. 4% 
and 8.1%. Only in 1958 did declining industrial output gain speed, falling 7% be- 
low 1957 levels.85 The increase in industrial labor productivity did not, how- 
ever, notably enhance the popularity of credit restraints among the business 
community. 


In the first place, the decline in industrial output was spread unevenly 
among various classes of industry. According to Instituto de Economia's sur- 
vey, unemployment and thus, probably, the output drop, was greatest in shoes 
and clothing, furniture and household goods, food, textiles and non-metallic 
mineral products, presumably cement, glass, tile, plastics, etc. 86 To this is 
to be added the output decline in activities outside the Santiago-Valparaiso region, 
in the nitrate, coal, and lumbering industries. The ability of different branches 
of industry to rationalize in order to offset credit restraints was thus unevenly 
spread, and the designated spokesmen for industry, e.g. , the Sociedad de 
Fomento Fabril, preferred to come out for easier credit rather than risk dis- 
rupting the tight solidarity among the industrialists. 


Secondly, all enterprises had long adjusted to inflation by reducing their 
liquidity, relying on bank credit to supply them with liquid funds. 87 In the years 
1950 to 1957, cash and deposits of a randomly selected group of Chilean corpora- 
tions averaged 3% of total assets. 88 Moreover, working capital ratios (short- 
term assets divided by short-term liabilities) of this group had fallen from 2. 26 





83. See above, part I, section D. 


84. There was a 38% fall in planned construction between 1955 and 1956, and 
another 28% drop between 1956 and 1957. See Banco Central, Boletin 
Mensual No. 362, April, 1958, Edificacién Proyectada en 13 Comunas. 

In addition, public works construction fell as a consequence of the ef- 
fort to reduce the budgetary deficit, although there is no published 
physical index to measure the extent. In a report to the nation, how- 
ever, President Alessandri stated that total 1958 construction activity 
was 60% below 1955 levels,(El Mercurio, December 16, 1958, p. 1). 


Production and employment indices of the Sociedad de Fomento Fabril 
for 1956-57, reported in Industria, March, 1958, pp. 13-15; El Mer- 
curio, loc. cit., for 1958. 





Study referred to in footnote 80. 


This behavior of Chilean corporations during the 1937-52 period is the 
subject of a study of Jesus Prados Arrarte, Inflacion y Desarrollo 
Economico, Madrid, 1956, esp. Ch. V. 





Stratified sample of 37 industrial, 11 mining, 10 commercial, and 6 mis- 
cellaneous firms listed on the Chilean exchange. Banking, insurance and 
foreign mining firms, were, of course, excluded from the universe. 
Total assets are net of balance sheet revaluations of fixed assets. See 
Felix, op. cit., cuadro 28. 
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in 1950 to 1.94 in 1955, the drop being most notable among the industrial firms, 
where it fell from 2. 94 to 2.16.89 The mild credit restraints after 1955, more- 
over, led to a further drop in working capital ratios, to 1.78 in 1957 for the en- 
tire group and to 2. 04 for the industrial corporations. 99 


To this evidence of adverse liquidity trends among the cream of Chilean 
domestic enterprises can be added other partial indicators. The monthly turn- 
over of check deposits, which had tended irregularly upward in the postwar 
period, rose sharply from 2. 37 in the first half of 1955 to 3.08 in the second 
half of 1957. Income velocity also rose from 10.0 in 1955 to 10.5 in 1957. 91 
The deflated sums involved in protested commercial notes rose 39% in 1956, 
53% more in 1957, and 84% during the first 8 months of 1958. The deflated 
value of protested checks rose similarly: 69% in 1956, 80% in 1957, and 44% in 
the first 8 months of 1958. 92 


At no point, however, was credit restraint applied to the point where 
bankruptcy became a major mechanism for redressing imbalances in the pro- 
ductive structure. There were scattered reports of bankruptices--in the winter 
and spring of 1958 a rash of bankruptices broke out among brokerage houses 
which had entered into extra-curricular lending operations at high interest rates 
to borrowers turned away by the commercial banks. But it was obvious that 
neither the monetary authorities nor the Mission had any intention of deflating 
capital values to the point of wholesale bankruptcy. On the other hand, it was 
also becoming clear by 1957-58 that mild credit restraints were not sufficient 
to reallocate resources into more socially productive channels. There was only 
stagnation and slow decline in the level of activity, and the resultant malaise 
among the business groups, filtering to the labor force through growing unem- 
ployment and poorer job outlets, built up opposition to the credit controls. 


This malaise, the rising popularity of the FRAP, an alliance of far-left 
parties, and the impending presidential election, caused the rightist parties, 
which had been instrumental in bringing the Mission to Chile, to draw away from 
open support of the Mission's activity. The government thus lost its conserva- 
tive parliamentary base formed in 1955 by the right-wing parties with an ad- 
mixture of support from more conservative parliamentarians of the centrist 
parties. From the fall of 1957 until the end of its term in the fall of 1958, the 
Ibanez government had to content itself with merely preserving those portions 
of the Mission's program already implemented. And without frequent prodding 
from the IMF to supplement the advice of the Mission, it is doubtful if the mild 
credit controls would have survived. 





89. Loc. cit. 
90. Loc. cit. 


91. Felix, op. cit., cuadro 29. No separation was possible between the 
turnover of government deposits in commercial banks and private deposits. 


92. Computed from Banco Central, Boletin Mensual No. 365, July, 1958, 
Letras y Cheques Protestados. 1958 figures are at annual rate. 
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In actuality, the Mission was charged unfairly with results which were, 
for the most part, not of its own doing. In the first place, many of the depress- 
ing economic consequences in 1956-58 were the culmination of adverse tenden- 
cies of much longer duration which the policy of restrained credit expansion had 
merely brought into the open. In the second place, the only part of the Mission's 
program had been carried out, and indeed, the Mission had warned, in state- 
ments to its supporters, of the dangers which would ensue from only a partial 
implementing of the program. 


The adverse longer-run trends refer to the slowdown in industrial growth, 
previously the only major consistent growth sector, and the virtual stagnation of 
national income per capita after 1950, despite favorable external terms of trade. 
For reasons outlined earlier, the policy of import substitution industrialization 
had run into diminishing returns before the arrival of the Mission. Under this 
policy much of the industrial growth had taken the form of widening the array of 
products, demand limitations tending to slow down each new product's growth 
while the operation was still high on the long-run cost curve. This widening ten- 
dency had limits, however, determined by, among other factors, domestic re- 
source or import limitations. For, while statements to the contrary can be 
found, Chileans are not completely unaware of comparative costs. Opposition 
from industries threatened by higher costs if their imported inputs are restricted 
in favor of domestic substitutes, would in itself dampen enthusiasm for autarky, 
and it is significant that most of the import substituting industries developed over 
the past twenty years were in consumer goods. 93 


But, while industrial expansion through widening the range of import sub- 
stitution was weakening, cost pressures, due to the lag in transport and power 
development, wage demands provoked by inflation and by relatively rising agri- 
cultural prices, and the welfare state aspirations of the white collar class, con- 
tinued to mount. Though preferring credit expansion as the means of preserv- 
ing their price-cost margins to more austere and politically dangerous methods, 
the industrialists discovered that an 80% per year inflation also became socially 
disruptive and politically dangerous. On the other hand, the return to 20% infla- 
tion, despite some decline in labor's relative share, merely exposed more 
clearly the impasse into which Chilean industrialization and with it Chilean de- 
velopment policy had fallen. 





The theory of import substitution industrialization, as advanced, for ex- 
ample, by the Economic Commission for Latin America, assumes a suc- 
cession of stages. After some critical degree of expansion of consumer 
goods industry is reached, the input demands of these industries will be- 
gin to suffice for public policy to undertake to stimulate producer goods 
industries. In Chile, however, what producer goods development has 
taken place generally has involved substantial direct government financing 
of relatively large-scale projects, even if this required, as for example 
in steel, the export of some of the output. There is evidently a keener 
appreciation of minimum critical size when producer goods projects like 
steel, petroleum, copper fabricating, or sugar refining are under con- 
sideration than when mere consumer goods are involved. 
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D. An Appraisal of the Full Program. 





Would the Mission's fully implemented program have broken this im- 
passe? The key measure in the unexecuted portion was a substantial tax in- 
crease of a relatively progressive incidence, sufficient both to balance the fiscal 
budget and to persuade the organized manual and white collar workers to con- 
tinue to accept less than full cost of living adjustments. With fiscal pressures 
on the money supply removed, and assuming, perhaps optimistically, that the 
Mission would have been able to impose a progressively smaller increase of 
credit to the private sector, the reallocative portions of the Mission's program 
might have come into play. A positive real rate of interest and the replacement 
of quantitative import controls by tariffs would have helped push resources out 
of economically inefficient enterprises, to be drawn by a more favorable ex- 
change rate and public investment into more socially productive uses, notably 
into exports, power, and transport. Some increase in foreign capital, both 
private and public, 94 and perhaps some increase in private domestic savings 
might have facilitated the readjustment. 95 





94. The International Bank presumably would have reversed its attitude not 
to aid the financing of the agricultural and transport plan which it had 
helped to draw up. (See footnote 18.) 


One of the charges commonly made against Chilean inflation is that it has 
greatly depressed the private marginal propensity to save. Since this 
proposition is asserted rather than tested, there is at least scope for our 
contrary assertion that (1) the economic history of Chile over the past 
half-century does not indicate that the prevailing social values of Chilean 
society would be conducive to a substantial rise in private frugality merely 
by removing inflation, and (2) that the effect of inflation has been more 
to distort the use of savings than depress the willingness to save. 

It is plausible that among the propertied classes, inflated asset values 
may have engendered from time to time an upward shift in their con- 
sumption function through something like a Pigou effect. But the chief 
effect on this housing, and perhaps higher ratios of inventory holdings 
than would be the case under stable prices (although this last tendency is 
also a function of import delays). Among the wage-salary classes, sav- 
ings is done chiefly through social security levels, the rates being set 
high in anticipation of the effect of inflation on the real value of social 
security reserves. Stable prices would undoubtedly permit a drop in 
these rates, though whether real savings via social security levies would 
therefore fall or rise is not readily predictable. Stable prices might also 
encourage some rise in savings deposits and similar forms, but this type 
of savings would undoubtedly for some time be of lesser importance than 
it has been in advanced countries, where it has been one of the less im- 
portant forms of capital accumulation. However, to the extent that sta- 
ble prices reduce the distorted use of savings, the volume of private 
savings over time should rise as a function of more rapidly rising in- 
come, assuming that stability is not accompanied by greater underutili- 
zation of resources. 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 143 


It is, of course, highly speculative to judge whether under the Mission's 
fully applied program all the pieces would have fitted together into some sort of 
stable dynamic equilibrium. There are, however, at least two reasons for an- 
ticipating fitting problems. The first is that the Mission's full program would 
have denied the private enterprise sector the relief of a decline in labor's rela- 
tive share to compensate for its weakening liquidity position. This could have 
had adverse repercussions even on potentially promising enterprises --liquidity 
crises have a way of generalizing in capitalistic economies. This is a transi- 
tion problem and could perhaps be resolved by proper timing of policy plus an 
admixture of political charisma, although easy optimism on this point would 
be fatuous for an economy with a weak enterprise sector like Chile's. A more 
persisting difficulty is that agriculture would have been a badly fitting piece, 
and indeed could well have toppled the entire structure. 


Its policy, or rather lack of policy, toward agriculture was the main po~- 
tential weakpoint in the Mission's program. On the whole, the Mission's ac- 
cepted the agriculturalists' complaints of "political prices," that is, price con- 
trols on wheat and some other key products.96 There was no apparent appre- 
ciation of the fact that the "political prices" had not prevented agricultural 
prices from ri8ing substantially more than non-agricultural prices during the 
past two decades. Although the Mission was, of course, well aware that the 
"political prices" represented a largely futile attempt to dampen wage pres- 
sures, its policy implied the belief that freeing agricultural prices would some- 
how unleash a sufficient increase in agricultural output to replace "political 
pricing" as a dampener on wage demands. This view must be judged unduly 
optimistic since, as indicated earlier, rising relative prices and favorable tax 
treatment had yielded an annual increase in output of less than 1% in an economy 
whose population was rising at an annual rate of 2.5%. The Mission was, in 
effect, attributing an inordinately high supply elasticity to further marginal in- 
creases in relative agricultural prices. 


Had the Mission complemented its advocacy of free agricultural prices 
and a gradual repeal of restrictions on agricultural exports, with a gradual re- 
moval of restrictions on agricultural imports to enable Chile to benefit from its 
proximity to Argentina's more efficient grain and meat economy, its position 
would have been more tenable. Such a policy would push Chilean agriculture 
toward more intensive diversified production. Instead, the Mission accepted 
the existing policy of encouraging Chilean wheat and cattle expansion regardless 
of comparative costs. 97 





Klein and Saks, op. cit., p. 141. 


That is, it supported without qualification the Agricultural and Transport 
Development Plan, initially drawn up by an International Bank agricul- 
tural mission. This plan, along with valuable proposals for transport 
development, unfortunately, sanctified Chilean autarkical aspirations in 
wheat and cattle. See IBRD-FAO, The Agricultural Economy of Chile, 
Washington, December 1952. For the Mission's position, see Klein and 
Saks, op. cit., pp. 40, 141-142. 
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Neither did the Mission's program show an adequate appreciation of the 
interplay between agricultural trends and Chile's economic development, al- 
though it was cognizant of the need to reconcile stabilization with economic 
growth and stood foursquare for both. With Chile's limited possibilities for 
geographic expansion of extensive wheat-cattle agriculture, the rapidly growing 
labor force would have to continue to look elsewhere for employment. This 
would be most notably so with a policy which concentrates on the rationalization 
of the wheat-cattle complex, since success would probably reduce the demand 
for agricultural labor, whereas the encouragement of a shift to higher value, 
more intensive type crops might enable agriculture to absorb some of the grow- 
ing labor force productively. A wheat-cattle policy would thus accentuate em- 
ployment pressures on the non-agricultural sector at the same time that rising 
relative prices and resulting money wage pressures were restricting profits and 
capital accumulation in this sector. 98 


In the immediate context of a 40 to 80% inflation this weakness in the pro- 
gram was largely hypothetical. But in the longer-run context of a 0 to 20% in- 
flation, the Mission's intent to stabilize in a manner consonant with economic 
growth and a stable labor income share would probably have found the current 
structure of Chilean agriculture an insuperable obstacle. Even if the rate of 
increase of agricultural output were to catch up to population growth, the income 
elasticity of demand for food would still exert upward pressure on agricultural 
prices and on wages. For example, with a not unreasonable range of assump- 
tions about the income elasticity of demand, the rate of increase in labor pro- 
ductivity, and the annual shift of labor from lower to higher income employment, 
a 6% to 14% inflation could be generated if wages are in lagged adjustment to the 
rise in the cost of living and non-agricultural prices in instantaneous adjustment 
to the rise in money wages less the labor productivity increase. 99 


Although the Mission gradually found itself serving as general factotum 
to the government, 100 to have plunged deeply into the politically explosive agri- 
cultural problem would perhaps have been unwise. However, verbal apprecia- 
tion of the importance and complexity of the problem, which does not go entirely 
unrecognized in Chilean economist circles, and perhaps a gentle push to reorient 





This argument is perhaps strongest if the pattern of national wage-salary 
adjustments by congresses sensitive to working class resentments is 
continued. It should be noted, however, that legislated adjustments to 
the cost of living were instituted prior to the Klein-Saks period in hopes 
of reducing the inflationary impact of chaotic wage-salary demands as 
well as to introduce greater equality to the wage adjustments. 


See Felix, op. cit., for an algebraic model from which the above per - 
centages are derived. 


The Mission made proposals on meat slaughtering, wheat marketing, the 
drought in South Chile, as well as the coal, nitrate, and construction in- 
dustries and a variety of other detailed problems. 
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Chilean agriculture away from its wheat-cattle complex, 191 might have won the 
Mission grudging support among the intellectual left, although against this would 
have been counterbalanced a substantial further loss of enthusiasm among its 
supporters on the right. 


E. The Mission's Program and Conflicting Chilean Ideologies. 





The one point on which the entire political spectrum in Chile agrees is 
that for stabilization to succeed it must somehow come pari passu with a more 
satisfactory growth rate. The accord does not extend, however, to the means 
for stimulating growth. The Left opts for an expansion of public enterprise, 
though it is rather vague on how it would collect the necessary resources. The 
Right has always regarded low taxes and ample credit, preferably, but not nec- 
essarily, non-inflationary, and a cutback in government spending as the key to 
more rapid development. And with the industrial slowdown of the 1950's, it 
added a reduction in labor's income share as a sine qua non. 102 with its strad- 
dling program: stimuli to private enterprise combined with higher taxes on 
property income in order to stabilize "equitably," the Mission should, pre- 
sumably, have added broad Centrist support to its Rightist backing. However, 
the latter's ideological bias, which conveniently blended with its self-interest, 
reinforced its distaste for the tax proposals, although, with characteristic tact, 





Apart from a gradual freeing of agricultural imports and exports, the 
Mission might have turned its attention to the legislation passed in the 
1930's placing heavy taxes on new vineyards. The law, which of course 
has the wholehearted approval of existing vintners, is a major obstacle 
to Chile's exploitation of its delightful advantage as a fine wine producer 
and, potentially, a major wine exporter. 


A reverse twist is given to the argument for public consumption. Thus 
the late Liberal party leader, Raul Marin, argued that Chilean taxes had 
risen to the point where they consumed 40% of national income, with the 
bulk of the burden falling in property income. See his senate speech of 
September 16, 1953, reprinted in RaGl Marin, No De ia!, Santiago, 
1956, p. 19. The!" really belongs after the 40%, for Chilean taxes 
were 10% of GNP in 1952 (excluding taxes on foreign mining companies). 

In a similar vein, President Alessandri, writing in 1955 as head of the 
Confederacién de la Produccién y del Comercio, argued that, national 
income statistics to the contrary, there had been a substantial increase 
in labor's share at the expense of profits since 1938. As partial evi- 
dence, Allessandri cited the great increase in movie house construction 
and the popular invasion of formerly exclusive beach resorts. Allesan- 
dri, op. cit., pp. 57-72. 
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the Mission's proposals were ignored rather than publicly opposed. 193 Hence, 
the linchpin which might have kept the Mission's program rolling was never 
inserted, and as the Mission, in its last report to Congress, observed, 104 


The lack of a substantially balanced budget. ..has been the weak point of 
the stabilization program, preventing the stabilization of the price level 
and complicating credit, exchange and wage policy. Furthermore, the 
fiscal deficit has prevented the Government from acting vigorously to 
alleviate various depressive tendencies, above all, in construction. 


III. Conclusion 


To sum up, the Mission was unable to reconcile the incongruities of a 
mercantilist effort to promote economic development, primarily through indus - 
trialization, in the context of a stagnant agriculture, an aggressive white collar- 
professional class with welfare state aspirations, and an increasingly militant 
non-agricultural working class. The continuation of mercantilist development 
demanded an increase in the already high property share of national income both 
to meet the rather lavish consumption which the Chilean propertied classes ex- 
act from the social product and to overcome inefficiencies and cost pressures 
in industry deriving from the lag in agricultural output, exports, and overhead 
services. This has been blocked, however, both by the welfare state aspira- 
tions, distorted by the inadequate growth of private employment for the white 
collar and professional class, and by the unwillingness of the wage-salary class 
to bear passively the cost of agricultural stagnation through declining real 
wages and salaries. The additional margin of resources provided by postwar 
improvements in the terms of trade was inadequate to reconcile the incongruities, 





103. For example, El Mercurio, one of the most influential and steadfast sup- 
porters of the Mission, summing up the reasons for the failure of the 
stabilization program in a recent editorial, emphasized the government 
deficit and failure to maintain the partial wage freeze, but does not even 
mention the unfulfilled tax proposals. (November 25, 1958). 

In its report to the Joint Budget Committee of the Congress on Novem- 
ber 7, 1957, the Mission undiplomatically proposed a special investiga- 
tion by an augmented internal revenue crew of the incomes of the two 
hundred largest landowners, members of the various exclusive clubs, 
purchasers of late model cars, Chileans who had resided more than six 
months abroad during the past year, who had traveled to Arica or 
Argentina, etc., in order to reduce tax evasion. See Klein and Saks, 
op. cit., pp. 224-25. The suggestion was ignoredas a demagogic breach 
oO taste, and Congress proceeded to pass its usual bi-annual waiver 
of penalties for tax delinquency (Ley 12, 861). 


104. Ibid., p. 224. The report proceeded further to emphasize the necessity 
for a more progressive distribution of the tax burden through heavier 
taxes on property income if "the stabilization program is to be an effort 

equitably shared by the entire nation." 
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and accelerating inflation was the particular Chilean method for trying to live 
with these incongruities. However, at an 80% rate, and with a virtual cessa- 
tion of growth in per capita output, inflation lost its viability. 


Of the possible roads out of this impasse, the Klein and Saks Mission 
chose to try gradually to lead the economy out of inflation and its structural im- 
balance by a middle path along which it hoped to persuade the suspicious power 
groups to move with equal step from their entrenched positions. However, it 
was never able to get strong support from even the Chilean centrist parties for 
its centrist program. Its ostensible support came chiefly from the Right, which 
preferred to disregard its progressive tax proposals on which the possibility 
of success of the entire program rested. The drop in the terms of trade, though 
offset by short-run foreign loans and the liquidation of reserves, undoubtedly 
worsened the task for the Mission. But this and tactical and strategic errors 
apart, it was probably too much to expect a foreign technical mission with 
limited leverage to resolve a long-standing impasse with economic, political, 
and social manifestations as complex as Chile's. The Mission succeeded in re- 
ducing inflation to a low of about 20% in 1957 and to loosen some parts of the 
economy through its exchange reforms. But growing unemployment and other 
depressive symptoms indicate that.a substantial reduction of the structural im- 
balances impeding Chilean growth was not among the Mission's accomplishments. 
Inflation mounted again in 1958, and how much of the Mission's implemented re- 
forms will survive as a base for future stabilization efforts can build is still 
problematical. 19 





The September 1958 presidential election foretells further complications. 
Though a rightist candidate, running as an independent, barely won with 
a minority vote against the powerful challenge of a far left candidate, 
rightist circles are disturbed by the unusually heavy left vote in the 
countryside, where, evidently, the docile agricultural worker is no longer 
voting according to his patron's wishes. With commendable sensitivity 
this has been interpreted as requiring concerted effort to give the 
inquilino better housing and schools on the estates, including "'ideologi- 
cal education." Cf. El Mercurio editorials and editorial comments, 
October 27, November 9 and 18, 1958. However, it is hard to see why 
education, which has been known to increase aspirations faster than pro- 
ductivity in stagnating economies, will persuade the agricultural worker 
to be content with his landless, poorly paid status. 








CASH OR CREDIT CROPS? 
AN EXAMINATION OF SOME IMPLICATIONS 
OF PEASANT COMMERCIAL PRODUCTION WITH SPECIAL REFERENCE 
TO THE MULTIPLICITY OF TRADERS AND MIDDLEMEN 


Barbara E. Ward 
Birkbeck College, University of London 


When I first knew Sarawak practically every Chinese Bazaar was an ex- 
act copy of every other except in size. The days of plate glass windows, 
show cases and English speaking assistants had not arrived. The same 
goods were stocked in the same way--rather higgledly-piggledy to our 
lights--but according to a system of their own. Boxes of rice, carefully 
graded according to quality. Tubs of various pastes, all rather smelly 
but undoubtedly good--pickled eggs of some antiquity, strings of vermi- 
celli, exotic looking Chinese dried fruits, layers and layers of salt fish, 
salt, sugar, bits of shark, birdsnests; all these foods which the people 
love. Behind were bales of calico, that unbleached cloth known as 
“"blachu", dark blue cotton, bright red cotton. Bundles of cheap flowered 
cloths, imitation "batik" sarongs, and butter muslin. Straw hats, sock 
suspenders, purse belts, singlets, made-up bow ties, and hair ribbons. 
Tiger balm, camphor oil, Dr. Williams' Pink Pills, and vaseline. Tin 
plates, kettles, clogs, and pocket knives--what a collection! --but all 
desirable to the people. Candidly, I don't know how all these shops car- 
ried it all. Then of course the ways of Chinese commerce are a mystery 
to us. In a small town you might get twenty or thirty of these shops, all 
the same and all receiving custom. 4 








Many writers have remarked the multiplicity of apparently identical small 
shops and petty traders in many parts of the non-Western world. Many have 
taken the line that this reduplication is necessarily uneconomic, only to be ex- 
plained by the "irrationality" of the local people or, as here, the "mysteries" 
of the Orient. In certain parts of the British Colonial Empire, notably Uganda, 
attempts were early made to limit the numbers of retail traders by insisting 
upon a system of licences which would, it was believed, protect the "genuine" 
traders from such "uneconomic" competition. The multiplicity of middlemen to 
be found in the export trade of many of the colonial territories was (and is) often 
under a similar fire of criticism both from the local administrations and from 
Whitehall. 





\ 
J. B. Archer, Autobiography, unpublished ms. quoted in T’ien Ju-K' ang, 
The Chinese of Sarawak, London School of Economics Monographs on 
Social Anthropology No. 12, London, 1953, p. 37. 
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Recently there has been a reversal of attitudes, if not on the part of gov- 
ernments, at least on the part of some economists and economic historians. 
P. T. Bauer? in particular has emphasized that there are certain essential 
economic services concerned with both the distribution of consumer goods and 
the collection of primary produce which can best be supplied for a largely peas- 
ant producing population by a great multiplicity of middlemen. In the following 
pages attention is drawn to the significance in this respect of one other essen- 
tial service: namely, the provision of credit. 


The Field 


The material on which the following observations are based has been 
drawn mainly from the British Crown Colony of Sarawak, with supporting evi- 
dence from Hong Kong, the Federation of Malaya, Uganda, and Ghana. 


With the exception of Malaya and Hong Kong, the territories under con- 
sideration in this paper are overwhelmingly composed of peasant producers. 3 
Even in Malaya at least 40% of the total production of rubber comes from small- 
holdings, 4 and in Hong Kong I am confining my attention solely to the 25, 000 or 
80 people who draw their livelihood from the family-based production of the in- 
shore fishing grounds. 


Small-Scale Commercial Primary Production Requires Middlemen 





The common characteristic of those sections of these several societies 
which are concerned with commercial primary production by peasants is not the 
crop, nor the rhythms and methods of production--for these are all different -- 
but the need to put the primary product on the market in order to obtain any re- 
ward at all. It is here in the marketing and especially the first level (produce- 
buying) marketing of the primary products that comparable features are to be 
looked for. 


Rubber, sago, fish, coffee, cotton, cocoa differ fundamentally in pro- 
duction, but share one negative property in that none in itself provides subsis- 
tence for its producer: all have to be marketed. Most, also, have to be 
processed in some way, or ways, essential to their final acceptance on the 
world markets, to which they must in addition be "communicated" through the 
often complex systems of overseas export. Both processing and communication 
may be difficult, even impossible, for the peasant producer himself to perform. 
Sarawak's sago must be refined, bagged, and shipped to Singapore; Uganda's 
cotton must be ginned and exported to America, Britain, or India; much of 





P. T. Bauer, West African Trade, Cambridge, 1954, Ch. 2. 





R. W. Firth, Malay Fishermen: Their Peasant Economy, London, 1946, 
pp. 22-27 and passim. 





Figures refer to 1953 production. Federation of Malaya, Annual Report 
for 1954, London, 1955. 
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Hong Kong's fish must be dried and salted or made into pungent red sauce, and 
although most of it is eaten in the colony itself, no fisherman has the time or 
skill to see to his own retailing. Thus, as has often been remarked, because 
peasant producers themselves do not usually have the requisite time or skill to 
do more than start their produce on the first rung of the market ladder, 
societies in which their type of commercial production predominates necessarily 
require middlemen to take over the primary products and handle them on their 
way to the wider markets. 


There is an obverse to this situation: commercial primary producers 
require not only to sell but to buy. A society of this kind therefore necessarily 
also demands middlemen in the distributive trades, from the big importers in 
the ports down to the small shopkeepers, street hawkers, and so forth who go 
to the most minute villages and settlements up-country. 


It is thus with the relatively small-scale trade with which peasant pro- 
ducers are involved that this paper is primarily concerned. Estate workers 
(wage laborers) have a place in this trade, but only as buyers of consumer goods 
(including foodstuffs), not as sellers of primary produce. Peasant producers, 
whether small landholders or fishermen, are involved in both buying and 
selling. 


Despite the lack of exact enumeration, there is no doubt that except where 
they have been deliberately restricted by administrative action, the numbers of 
small-scale middlemen in the societies under consideration are large. So are 
those of retailers. How is this to be accounted for? 


Obviously, one explanation lies in the difficulties of transport and com- 
munication in underdeveloped territories. Cocoa farmers in the depths of the 
Ghana rain forest, sago gardens up the Oya River in Sarawak cannot all be 
visited easily by one or two large-scale produce buyers, and cannot all be 
served easily by one or two large central stores. Though it carries force, how- 
ever, this argument does not explain why--to let just one example stand for 
many--one small Hong Kong fishing village, with a total population (including 
women and small children) of just over 400, had (in 1953) room for two almost 
identical general shops and made use of the services of up to 13 fish buyers. 5 


My suggestion is that such a state of affairs is at least partly to be ac- 
counted for by the fact that in many of the small-scale kinds of situation we are 
considering here, a large proportion of the everyday commercial transactions -- 
produce-buying, retailing, paying for services of all kinds, including those of 
a predominantly "social" nature such as funerals, weddings, etc. --is carried 
on by means of some form of credit arrangement. In the vast majority of cases 
the creditor parties to such arrangements themselves have very little capital, 
and the number of debtors they can serve is therefore closely restricted. 





All data for Hong Kong are drawn from my own field notes. I am deeply 
indebted to the Committee for Foreign Languages and Cultures set up by 
H. M. Treasury (the Scarborough Committee) for enabling me to spend 
the years 1950-1953 in Hong Kong. 
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_ Furthermore, these are nearly always arrangements of personal trust made be- 
tween individuals who are well acquainted with each other, and there is a limit 
to the number of individuals any one creditor can know well enough to trust in 
this way, even if he has (as he usually has not) a relatively large stock of 
capital. 


The rest of this paper is devoted to amplifying and defending this point 
of view. 


The Dependence upon Credit 





In a book entitled The Chinese of Sarawak, A Study of Social Structure, 
T'ien Ju-K'ang® describes in detail the relationship which exists between 
Chinese primary producers and Chinese middlemen in that country. This is 
based upon an elaborate system of credit. 





In Sarawak the Chinese village shopkeepers are at the same time the 
lowest level middlemen in the rubber trade. This congruence of middlemen and 
retailer roles in one individual is not particularly common; it simplifies but does 
not essentially alter the general picture. T'ien claims that "in effect these 
Chinese village shopkeepers in Sarawak who own some capital act as loan making 
capitalists and bankers, while the planters, who have none, constitute a labour 
force in their employ." 


What happens in fact is that, although a Chinese rubber planter in Sara- 
wak does his shopping in the street markets for cash, and also pays for larger 
items--such as furniture; a bicycle, a radio, a watch, school-fees, or a wed- 
ding for his son--with cash (very often borrowed), he gets most of his everyday 
supplies of rice, other groceries, kerosene, hardware, etc., from the village 
shop of his choice on credit. The middleman-retailer (i.e. , the shopkeeper) 
keeps a small notebook for each planter family. In it he writes down a credit 
and debit account of rubber (or other produce) against "groceries." (The ac- 
count is always kept in money values; there is no question of barter. ) 


"Rubber planters who have a long-standing connexion with the shop sim- 
ply send their rubber sheets in, almost every afternoon, often by the children, 
trusting the shopkeeper to write down the correct current price. Others may 
spend a longer time each day ascertaining the current price and making sure 
that it is correctly entered. In either case the next daily step is to order the 
daily grocery supplies--from the same shop. If all goes well, the value of the 
rubber brought in may be just enough to cover the cost of necessities, if not 
each day, then at least over a reasonably short period... Through a long process 
of accumulation it has now become established that by paying off only a portion 
of his outstanding debt a regular client can always get further provisions on 
credit. As the average rubber holding is small and the price of rubber low, 





Op. cit., passim. 
Ibid. , p. 37. 
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a client can almost never pay off the whole debt. . ."8 Moreover, be it noted, 
neither he nor his creditor expects him to do so. 


The uglier word for "credit,'' of course, is "debt."' The Chinese 
planters in Sarawak are continuously in debt to their local Chinese middlemen- 
cum-retailers. It is a situation which may well give scope for unscrupulous ex- 
ploitation. But to stress only this potential (albeit sometimes real) evil, with- 
out appreciating the indispensability of both the middleman's function and the 
provision of credit and without even noticing the safeguards which in fact exist, 
is to be unrealistic. 


We earlier discussed the essential nature of the middleman's function in 
societies which depend largely upon peasant primary production. We have now 
shifted our interest to the apparently equally indispensable requirement for some 
system of credit. The small planters alone would not be able to get their pro- 
duce out to the markets, nor would they be willing to produce at all without con- 
sumer goods to buy. At the same time they are extremely short of cash. In 
these circumstances the credit system acts as a kind of lubricant which keeps 
the machinery of production going. Thus the export of primary produce depends 
as much upon the rural retailers and middlemen as it does upon the peasant 
small holders. 


The sago-producing areas of another part of Sarawak further demonstrate 
the essential, lubricating nature of credit. 10 Northeast of Kuching, in the Third 
Division of Sarawak, an indigenous people--the Melanau--are engaged almost 
exclusively in the small-scale peasant production of sago flour. This they pro- 
duce by rather arduous methods and then sell to the local middlemen in the sago 
trade for further processing and resale. These middlemen are all Chinese. 
Like their counterparts in the rubber trade, they are also local retailers and 
manage their businesses in the same way. It is quite clear, from the published 
description, that they fully appreciate the economic significance of the credit 
system, for they deliberately use their position to compel the sago farmers to 
keep up a steady supply of flour. 


The Melanau do not share the Chinese passion for work: rather than 
time being money to them, they take the line that money is time--money being 
valued only insofar as it can buy prestige and time for leisure and conversation. 
Thus a Melanau family which has produced a certain amount of sago flour will 
hope to sit back for a while. Knowing this, the Chinese middleman-retailers do 





Ibid. , p. 43. 


Moreover, as T'ien points out, "it is not only the primary producers who 
are in difficulties. The rural middlemen-cum-retailers, too, are faced 
by an apparently insoluble dilemma. They cannot afford to go on lending 
in this way, but they can do nothing else either, for only by allowing 
credit in return for part payment can they hope to get any return at all" 
(ibid. p. 44). 


10. H. S. Morris, A Melanau Sago Producing Community, London, 1954. 











ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 


their best to keep the Melanau in the red so that they can continually be re- 
minded of their debts and urged to bring in more sago under threat of having 
their supplies of credit cut off. In this way two purposes are served: on the 
one hand, the retailers’ clientele is bound ever more closely to him, thus mak- 
ing poaching by other traders (or, incidentally, the entry of new traders, in- 
cluding of course non-Chinese) difficult; on the other hand, and from the point 
of view of the economy as a whole more importantly, the flow of sago to the ex- 
porters is maintained and at a fairly steady rate. 


A very similar state of affairs obtains in the fishing villages of Hong 
Kong. A small fisherman is likely to be in debt to his fish dealer (middleman) 
because he has had to borrow cash from him at some time or another in order 
to buy new gear, or repair his boat, or marry his son--for example. In return, 
he gives no security other than a lien on future catches. Boats and gear are not 
"mortgaged, "’ but in effect, future catches are. The middleman recoups his 
loan by installments (usually at Chinese New Year) and takes interest by de- 
ducting from the price of the fish which he can get in the official markets. It 
pays both producer and middleman that their relationship should be an everlast- 
ing one: the fisherman knows he can raise a loan without delay; the dealer has 
a steady source of income. Indeed, like their compatriots in Sarawak, these 
small-scale fish middlemen do not expect ever to call in all their loans, nor do 
the fishermen expect ever to pay up completely. 


Unlike the Sarawak agriculturalists, however, the Hong Kong fishermen 
usually maintain at least two credit relationships, for the middlemen in the fish 
trade are not usually connected (at least not directly) with retail business. For 
his groceries and so forth a fisherman must go to separate local shops. He 
cannot usually pay fully in cash, not having enough, but if personally known to 
the shopkeeper can open a credit account on which to buy daily necessities. 
(Once again, as in Sarawak, large items are bought with cash--usually borrowed 
from the fish middlemen--and street marketing is also always done in cash. ) 
When the Chinese New Year comes round the theory is that all debts should be 
paid. Sometimes they are. More often, the fisherman seeks out the shopkeeper, 
entertains him at some expense in the teahouse, and confers with him as to how 
much should be paid off. (He does exactly the same thing with his fish middle- 
man.) An installment or a loan keeps credit open for the next year. Usually 
the prices entered in such credit accounts with the shops.are not higher than 
those paid by cash buyers, but a percentage may be added to the total sum in 
the books (the actual rate often varying with the relationship of the debtor to the 
shopkeeper). 


The successful continuance of Hong Kong's fishing industry, no less than 
that of Sarawak's cash crop economy, depends upon the existence of a working 
system of credit and/or of loans. For Malaya the works of Bauer!! and Firth12 
tell a similar tale, and it seems that in the eastern parts at least of Ugandal3 





a3. P. T. Bauer, The Rubber Industry, a Study in Competition and Monop- 
oly, London, 1948. 





12. Op. cit., Ch. VI. 


13. Dr. J. la Fontaine, verbal communication. 
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and the cocoa areas of Ghanal4 something similar may be true: at least in all 
the peasant producing areas of these territories, locally organized systems of 
credit and/or loan-giving are well established. I am not trying to argue that all 
those who give cash loans or allow credit to peasant primary producers do so 
out of a sense of social obligation. Of course they do nothing of the sort, and of 
course they take whatever economic (or other) advantage of the position of rela- 
tive power which the status of creditor implies that they can. On the other hand, 
they are perewenes an essential economic service, for which no other agency 
exists at present. 13 Moreover, as we shall have cause to mention again, most 


of thera are small men, very frequently themselves indebted to others, and in 
the last resort, as dependent upon their own debtors as these latter are upon 
them. Finally, in the very multiplicity of creditors lies part, at least, of the 
debtors' safeguard. 16 


The Multiplicity of Creditors 





But it is this multiplicity with which we are here concerned. Others 
have argued the significance of credit, but rather less attention has been paid 
to the multiplicity of creditors. 


Two essential features of the types of credit system under discussion 
are: (1) the creditors themselves are normally small men with very limited 
amounts of capital at their disposal; (2) credit is almost invariably given with- 
out security in the full sense, simply on the personal reputation of the debtor, 
or rather one should say on the personal knowledge of the creditor. These two 
facts between them account for the multiplicity of creditors and hence very 
largely for the multiplicity of small-scale middlemen and retailers. 


Little appears to have been published about the amounts of liquid capi- 
tal available for cash lending to primary producers. It is information which 
would, in any case, be not too easily obtained in the field. Nevertheless, some 
indications that it is often very small do exist. As regards the granting of 
credit by village shopkeepers, it is well-known that in these two territories at 
least, and in Malaya, a small village shopkeeper is often himself dependent for 
stock buying upon a credit account with another businessman (sometimes another 
retailer) higher up the scale. In Sarawak, indeed, there appears to be a regu- 
lar "ladder" of credit accounts of this kind leading right up from the small rural 
bazaars to the importers in Kuching, who themselves may be in a somewhat 
similar relationship with bigger firms in Singapore. 





Polly Hill, The Gold Coast Cocoa Farmer, Ch. V, VI, VII. 





P. T. Bauer has on several occasions pointed to the safeguards provided 
by the existence of large numbers of middlemen competing among them- 
selves. See, for example, his Rubber Industry in Malaya, p. 361 ff., 
and West African Trade, ch. 18. 








I.e., credit sales amounting to this sum. 
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As for the personalization of credit, that too is well authenticated. One 
small shopkeeper in a Hong Kong fishing village told me: "I give credit to any- 
one who anchors regularly in our own bay; but if it is someone I don't know well, 
then I think twice about it unless I can find out all about him." T'ien makes 
much the same point when he describes how small Chinese rubber planters in 
Sarawak tend always to patronize shopkeepers with the same surnames as them- 
selves. The notion is that shared surname implies shared kinship, and kinsmen 
are by definition "known" and trustworthy. It is, indeed, fairly obvious that 
small-scale peasant producers are not likely to be able to get credit on any other 
than personal terms such as these. Much of the work of the cooperative move- 
ment in underdeveloped territories is based precisely--and successfully --upon 
just this argument. In other words, the successful working of a system of com- 
mercial primary production by peasants requires the existence of a credit sys- 
tem that is not only extensive but also highly personalized. But if credit is to 
be advanced only to personal acquaintances, then there is a limit--and a fairly 
low limit--to the number of clients any one creditor can have. 


Figures collected by T'ien in Sarawak and by myself in Hong Kong give 
ample evidence in support of this common sense observation. Writing of the 
scale of the rural credit system in Sarawak, T'ien reports: "At one point along 
the Simanggang Road there are about 15 shops. Most of these are small, single- 
line establishments, but 7 are fairly large grocery-cum-rubber-dealer stores. 
Of these the 3 most recently opened have each about $2,000 out on loan, 4 others 
between $4, 000 and $6,000, and one, the largest and oldest... claims an out- 
standing loan17 of about $7,000. In a certain bazaar in the Bau area there are 
a dozen grocer-dealers. Six of them claim to have advanced goods to the value 
of between $4, 000 and $5,000, five $5,000, and one, the largest. ..as much as 
$10,000. In one coastal bazaar the majority of the 20 grocer-dealers stated in 
1949 that they had advanced between $1,000 and $2, 000 worth of goods, but 2 
claimed $8, 000 and the largest... stated himself that he was owed as much as 
$15,000.18 T'ien points out that all these figures were collected by direct 
questioning of shopkeepers, and it is possible that an element of boasting may 
have led to exaggeration, in which case the actual value of goods advanced on 
credit would be even less. It seems, for example, that other shopkeepers did 
not share the last man's estimate of his own position, but suggested that the true 
sum was probably about one-third or even one-half smaller. 


The amounts owed to the shops by individual debtors range in value from 
about $50 to about $2,000.19 For example, the distribution of debts owed to one 
shopkeeper in the Bau area is listed by T'ien as follows:29 





17. Ibid., p. 43. The Straits dollar was at that time worth about 2/6d ster - 
ling. Thus the sums mentioned here range from about L125 to about 
£1,850. The term "grocer-dealers" refers to shopkeepers described 
elsewhere in my text as "middlemen-retailers. "' 


Ie., about £6. 5.0d. to about £250. 
Ibid. 
I.e., about £850. The Hong Kong dollar is worth about one-half of the 


Straits dollar, and was at this time valued at about 1/3d or approxi- 
mately 16 to the LE sterling. 
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Amount owed Number of debtors 





$40- 50 9 
51 - 100 15 
101 - 200 21 
201 - 300 24 
301 - 400 9 
401 - 500 2 
501 - 600 1 
601 - 800 2 


Now these are not very large sums. Say a rural shopkeeper has outstand- 
ing credit accounts amounting to $2,000. This means that he has at the most 10 
credit customers with a $200 debt each, or, if the average debt were as low as 
$50, which is unlikely, this still would give him only 50 credit customers. Yet 
nearly all custom is done on credit; it is no wonder that there is such an appar- 
ently disproportionate number of traders. 


My own figures for the inshore fishermen of Hong Kong tell very much 
the same story. The two small centres of Tai Po and Sai Kung in 1951-52 were 
the main marketing bases for 327 and 322 fishing boats respectively. In Tai Po 
there were only three successful middlemen and a small, fluctuating, number of 
less successful ones. But Tai Po itself housed a wholesale fish market, and it 
was easily possible for very many Tai Po fishermen to market their own catches 
direct. In other words, most Tai Po fishermen do not require the handling 
services of a middleman. The successful Tai Po middlemen were those three 
who had enough capital to be able to provide the service the fishermen could not 
perform for themselves: they could all make loans. But between them they did 
not have more than about $H. K. 14,000, 21 at most, out on loan in 1952. At, 
say, $H. K. 100 a client--and most loans would be larger--this gives an average 
of about 46 or 47 clients apiece. In Sai Kung where the nearest wholesale market 
is at Kowloon, fourteen miles away overland, there were 16 middlemen to the 
322 fishing boats enumerated there in 1952. Some Sai Kung area fishermen take 
their own fish direct by sea to the market; some even accompany it overland; but 
even assuming that all dealt exclusively through these middlemen, there would 
be 20-21 fishermen only to each one. Actually, of course, the Sai Kung middle- 
men were not all equally successful. Once again the successful ones were those 
who were able to make loans (usually from funds supplied to themselves on loan 
from further up the market ladder in Kowloon), but again, the number of clients 
was quite small--between about a dozen and about two score. 


Now it is my suggestion that the small size of these various clienteles is 
not to be wondered at, because the creditors themselves have little capital to 
invest (and much of that little is itself in the form of credit) and because no 
creditor can be expected to know more than, say, perhaps one hundred people 
well enough to extend personal credit to them. Indeed, the maximum number 
of such relationships of personal trust may well be considerably less. 
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The hypothesis to which we are led may be stated as follows: if, ina 
population which depends upon a wide distribution of credit, no creditor can be 
expected to have more than a limited number of debtors, then necessarily that 
population must include (or have access to) a large number of creditors. 


It follows that if, as in Sarawak and Hong Kong, the most usual sources 
of rural credit are the local middlemen and retailers, there must, irrespective 
of transport and other factors, be expected to be a large number of these peo- 
ple. As indeed there are. 


Testing the Hypothesis 





The most obvious and satisfactory test for this hypothesis would be an 
examination of its corollary. That is, to discover what, in the kind of economic 
situation we are considering, creditors with more liquid capital available for 
investment actually do with it. Do such men advance personal credit to more 
individuals than whatever the expected maximum for their particular community 
may be? Or do they simply make bigger loans but keep the number of debtors 
reasonably small? Or do they break out of the personalized system altogether, 
and go in for "more businesslike" arrangements, demanding security and fixed 
terms, putting pressure upon defaulters, and so forth, and if so, at what point 
on the increasing scale of their activities does this change begin? Or is it 
more usual for increased capital to be used not for individual loans of this kind 
at all, but for other forms of investment--land, building, expanding business of 
various kinds ? 


These and similar problems lie outside the scope of this paper. They 
would appear to be crucial to understanding how societies largely dependent upon 
peasant commercial production may proceed to more differentiated forms of 
economy. All that I am in a position to do here, however, is to consider my 
hypothesis, which is already supported by data from Sarawak and Hong Kong, in 
the light of evidence from other underdeveloped territories in which certain of 
the conditions which obtain in these two territories do not apply. I shall refer 
very briefly to Malaya, Uganda, and Ghana. 


But first it is necessary to take note of the significance of certain dis- 
tinctions. 


Different Types of Purchase 





Examples of different types of purchase were quoted earlier. They fall 
into three simple categories, as follows: first, all extraordinary once-and-for- 
at-least-a-long-time types of expenditure (buying a bicycle, a boat, a sewing 
machine, clothing, paying for a son's wedding, or a funeral), as well, of course, 
as those for which official regulations demand payment in money (taxes, school 
or medical fees, etc.) are made in cash. The payments may be spread out a 
little, if agreement to do this can be made, but there is not usually a long delay 
in completion. Such payments which are usually fairly large are made either 
out of a man's own resources or from loans he has raised from a third party or 
parties. They are not made on credit accounts. 
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Second, all petty purchases in street markets or from hawkers, as well 
as payments for small services (such as bus or ferry fares, hair cuts, enter- 
tainment expenses, small religious offerings) are also usually paid in cash. 
Such small outgoings usually come from the purchaser's own pocket, or possibly 
an immediate loan of a purely friendly nature. 


The third form of purchase is made on a credit account. Goods bought 
in this way are usually daily necessities (where these have to be obtained from 
retailers), for example: rice, sugar, tea, kerosene, perhaps cigarettes. 


Thus the first type of expenditure (A) often leads to the creation or rein- 
forcement of a loan relationship, the second (B) usually requires the use of ready 
money, and only the third (C) involves the steady use of a credit account. Some 
such threefold distinction seems to be widespread. The explanation appears 
simple. Few peasant (or wage-earning) primary producers are likely to have 
enough ready cash available to make one of the large-scale payments demanded 
by type A goods and services out of their own pockets. At the same time the 
sellers of type A goods and services are usually specialists and/or non-local 
residents in the bigger trading centers who, in a situation where only personal 
security is acceptable, cannot be expected to give credit. The purchaser there- 
fore must resort to borrowing cash from someone who does trust him. Type B 
goods and services, requiring relatively very small if very frequent sums, are 
sold by individuals who are also not in a position to give credit, whether because 
they have far too little capital themselves, or because they are (often) itinerant 
or (often) temporary petty traders with inadequate personal knowledge of their 
customers. It is only type C purchases which, because they are necessarily 
recurrent and localized and consist of goods which can be successfully stocked 
only in a permanent building and by at least a relatively full-time and experi- 
enced trader, are truly suitable for the type of personal credit account which 
we have described. 


It is therefore necessary to consider in what circumstances daily neces- 
sities, particularly staple foodstuffs, do have to be purchased in this way. 


Different Types of Daily Necessities. 
Particularly Foodstuffs 








In the modern world it is no longer possible to find any commercial pri- 
mary producers who are at the same time completely self-sufficient in their 
own subsistence. Nevertheless there are many who are self-sufficient in at 
least certain respects. These differences in degree of self-sufficiency are par- 
ticularly significant insofar as they concern the people's daily necessities. 


All the primary producers discussed here make regular purchases of 
such items as tea, sugar, kerosene. In Sarawak, Hong Kong, and Malaya they 
also depend upon regular purchases of something more fundamental, namely, 
rice, and imported rice at that. By strong contrast the staple food of Uganda's 
cotton and coffee growers and Ghana's cocoa farmers is home grown or pur- 
chased (often in already cooked form) from local markets to which they have 
been taken from the hands of local growers. 
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The Significance of These Differences: Credit Accounts 





A population completely dependent upon the purchase of imported sup- 
plies of its staple food, as are the landless fishermen of Hong Kong upon rice, 
is necessarily closely tied to the retailers of that commodity who, by its very 
nature, must be at least relatively substantial men--unless, indeed, they are 
government agencies, as has happened in the past in Hong Kong, and seems to 
be the rule in China at present. Such men are likely to be in a position to allow 
at least some credit buying. Hong Kong's inshore fishermen are, as we have 
seen, usually involved in credit relationships with their rice suppliers, who are 
very often their tea, sugar, and kerosene suppliers too. Similarly in Sarawak 
the rubber and sago producers do not grow their own rice, but buy it from the 
local stores at which they have the credit accounts already described. Professor 
Bauer22 wrote of a similar thing in Malaya, and Dr. Benedict23 has described 
it also for Mauritius. 


But in Uganda and Ghana the basic condition for this situation does not 
exist to the same degree. Tea, sugar, kerosene, etc. may be purchased from 
shops, but they can also be acquired from petty traders, and the staple food- 
stuffs are either home grown or bought with cash in the street markets; they are 
not imported. There is therefore less need for a close dependence upon shop- 
keepers than in the rice-importing countries, and one would not then expect 
Uganda and Ghana to exhibit such a development of credit account purchasing or 
such a multiplicity of general stores in the rural areas. It seems likely that 
this expectation is in accordance with the facts. 


Nevertheless, to say this is not to invalidate the hypothesis that where 
credit purchasing does exist each creditor shop necessarily has a restricted 


number of customers, and therefore a multiplicity of such shops is only to be 
expected. On the contrary, such evidence as I have appears to support this 
hypothesis on two counts. First, there is some evidence of credit purchasing 
in Uganda which we shall examine. Second, there is clear evidence that in 
Ghana the number of rural lenders of money is markedly high for the size of the 
rural population, a fact which gives prima facie support for the basic assump- 
tion on which this hypothesis rests. 


Let us consider these two counts in turn. 





Personal communication. See also Burton Benedict,'’ Cash and Credit 
in Mauritius,"’ The South African Journal of Economics, Vol. 26, No. 3, 
September 1958, pp. 213-221. 





Dr. J. la Fontaine personal communication. I am indebted to both 
Dr. la Fontaine and Dr. Benedict for their willingness to allow me to 
quote from their answers to my questions about their field material 
from Uganda and Mauritius. 
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Credit Retailing: Uganda 





We may consider the case of the Bagishu coffee growers of eastern 
Uganda. All coffee has, by law, to be sold exclusively to local cooperative 
societies, whose agents make a first initial payment in cash and thereafter hand 
over paper receipts for each lot of coffee as it is brought in, until such time as 
the whole shall have been sold upon the world market, when the receipts are 
presented for money. Small general stores in this coffee area allow credit to 
their customers, taking the receipts for security. This practice, which is ex- 
plicitly illegal, is beyond the means of the smallest stores, whose owners tend 
to buy retail and sell at slightly enhanced prices. The rather more substantial 
storekeepers, however, both give credit and make cash loans against the se- 
curity of the coffee receipts, which are also used to secure loans made by other 
(i.e. , non-shopkeeper) individuals and even actually as money. Dr. la Fontaine, 
who spent two years on field work among the Bagishu, describes how widely the 
network of debts is spread, especially just before the coffee harvest, "when 
everybody owes money to everybody else;"' she also agrees that, even though 
coffee receipts are used to secure the debts, a shopkeeper (or anyone else) 
would be unlikely to extend credit facilities to complete strangers, whereas on 
occasion he does give them to a well-known customer on personal trust alone. 


We may ask how big a credit clientele any one shopkeeper in the Bagishu 
area has? Dr. la Fontaine's estimate is that a ''big'' man may have as many as 
20-25 credit customers. Yet "almost everybody" takes advantage of these 
credit facilities. The inference is plain that there must be a fair multiplicity 
of general stores in this part of Uganda. 24 It is unfortunate that the complete 
census of Uganda, taken in 1948, has not yet been published, which makes it 
impossible to provide a numerical test for this inference. 


Credit Retailing: Ghana 





Bauer's study of West African trade includes a passage which makes it 
clear that all the often multiple stages of merchandise trade between the import- 
ing firms and the ultimate consumer makes substantial use of credit. He gives 
no information about credit purchases by peasant consumers, however, and it 
seems likely that the extreme multiplicity of agents in the distributive trade in 
West Africa (which takes the form of an immense multiplication of petty traders 
rather than of identical general stores) is to be explained without reference to 
the number of credit customers any one retailer can be expected to have. 25 We 





24. The Bagishu apparently pay cash for small purchases and to hawkers, 
pedlars and petty traders. They alsu pay cash, saved or borrowed, for 
big (i.e., Type A) purchases (e.g., bicycles). The credit arrangements 
described above are for such items as: tea, sugar, meat, kerosene. 


Bauer's description of credit trading extending even down to the petty 
retail stage refers only to market women selling on credit to clerks and 
other workers in government service or mercantile firms and gathering 
round the office doors to collect their debts on payday. See West African 
Trade, pp. 61-62. 
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have already suggested that there is likely to be less demand for credit purchas- 
ing on the part of Ghanaian cocoa farmers who eat local produce than of, say, 
Sarawak rubber planters who eat imported rice. 


Nevertheless, many Ghanaian cocoa farmers do make intensive use of 


credit facilities of other kinds, and it is to these that we turn now for our sec- 
ond examination of evidence which has bearing on the main theme of this paper. 


Loans: Ghana Cocoa Farmers 





Evidence of the demand for credit is provided by the history of the Agri- 
cultural Loans Board which waa set up in Ghana (then known as the Gold Coast) 
in 1950. ‘In the space of less than two years 73,000 requests for or inquiries 
about loans were made to it. Nearly 30,000 [largely illiterate] farmers sub- 
mitted formal applications on an eight-page form; they applied for a total of 
some £50 millions."' The Board suspended operations in 1953, having made 
loans totalling £1,320. The Minister of Agriculture stated that the government 
was now considering whether it might not be better to decentralize the machinery, 
looking round for some other body who might be in closer touch with the farmer 
from day-to-day, and who accordingly would be in a better position to know the 
standing of a particular farmer. 26 


The existing suppliers of credit are certainly in close day-to-day touch 
with the cocoa farmers. We have seen that these farmers do not, as far as we 
know, make purchases on credit accounts. On the other hand, they can and do 
borrow cash--usually in the form of loans against the security ("pledge") of 
land, usually land under cocoa. The details of these arrangements differ con- 
siderably from any we have so far discussed, but the question which is basic to 
the present enquiry can still be posed: namely, are the creditors in these trans- 
actions numerous or few in relation to the primary producing population? 


Miss Hill describes the practice of pledging cocoa farms as follows: 
"When a...cocoa farmer wants to borrow money for (say) six months or longer 
(usually longer) he often finds it convenient to do so by means of pledging his 
farm toa lender. The farm provides the lender with security for the debt, and 
the usufruct provides the borrower with a means to pay interest on the loan as 
well as, in many cases, with the means for repayment. Pledging... is a kind 
of indigenous mortgage system."27 Although a good deal is known about the re- 
lationships between debtor and creditor under this system, it is naturally not 
possible to indicate the average numbers of debtors per creditor for the country 
as a whole. Creditors do not lend themselves to providing this kind of statisti- 
cal information, and practices vary from place to place. But "in many areas 
the creditor who has had farms pledged to him by more than two or three 
debtors would seem to be very rare. The typical creditor perhaps has one or 
two farms pledged to him." 





26. Hill, op. cit., p. 70. 


27. Ibid., p. 48. 


28. Personal communication. 
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Here too, then, is a society of peasant primary producers in which there 
is a high demand for credit (here in the form of cash loans) and in which it seems 
that the proportion of creditors to debtors is high. Certain other points are also 
clear. For example, very few Ghanaian creditors are professional moneylend- 
ers. They do not make lending their sole occupation but continue to pursue other 
work, and as a result they are not a class apart. Indeed, it appears that they 
are even less a class apart from the local primary producers than the Far East- 
ern middlemen-retailers we have considered above, for most of the Ghanaian 
cocoa pledgees are themselves cocoa farmers, living in the same area as their 
debtors, and many of them are closely related to or very friendly with their 
debtors. Certainly it seems that what we have suggested may be the necessary 
condition that the creditor should be personally assured of his debtor's relia- 
bility obtains. In this case he needs to know also his debtor's land and its pro- 
ductivity, but Miss Hill suggests that there is an even more important consider - 
ation! "I have never met a creditor who was wiliing to cope with more than a 
small number of farms: the supervision of the labourers is too much work. "29 


Conclusion 


The evidence from Ghana, and possibly also that from Uganda--though 
administrative control probably accounts largely for the apparent absence of 
credit facilities (or at least their failure to be reported) there--shows that the 
earlier implication that credit account purchasing, as found in Sarawak, 
Malaya, Hong Kong, and Mauritius, might be universal for peasant commer- 
cial producers, was incorrect. Peasants who live on home grown (or locally 
produced) foodstuffs can subsist without recourse to credit purchase. Even 
they may use cash advances to tide them over the harvest period, however, and 
the Ghana evidence in general shows that when they reach a rather higher than 
subsistence level (which it is the whole trend--and aim--of commercial crop 
production to develop) they are likely to require loans of cash for expenditure 
of type A described above. Miss Hill has pointed out that it is the rest 
Ghanaian cocoa farmers who do not pledge their farms. She adds, significantly: 
"in their ability to borrow cocoa farmers are a favoured class compared with 
most other people, favoured by the fact that they own something worth pledging 
and that there are those of their number who want to lend."30 The cocoa 











29. Personal communication. In an unpublished ms., Miss Hill remarks 
further upon the rarity in the cocoa areas of the large creditor. In her 
experience the largest clienteles contained only about twenty people. 
The average sums borrowed were small. I am greatly indebted to Miss 
Polly Hill for allowing me to quote from her unpublished work and also 
for her personal communications and criticism. 


Unpublished ms., my italics. Miss Hill notes the reasons which induce 
a cocoa farmer to borrow money. In many cases loans were raised for 
expenditures of type A, but in many others they were to meet the ex- 
penses of a sudden "'calamity."’ As Miss Hill herself points out, how- 
ever, calamities which can be recouped by monetary loans are more 
likely to happen to the relatively well off. A man may borrow to replace 
a damaged lorry or because he was unable to meet commitments (such 
as the payment of school fees) from which he was unwilling to withdraw, 
but a truly poverty stricken peasant does not own lorries or send his 
children to school at all. 
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farmers having farms to pledge are in much the same position as houseowners 
in, say, England who have property to mortgage: they are by no means the 
poorest members of the community, nor are they usually considered unfortunate 
or worthy of special governmental assistance to help wipe out their debts. 


Indeed, it might be suggested that the similarities between some of the 
methods of entering into a credit relationship in peasant producing populations 
and in the West are closer than might be expected. If a private individual here 
in England wants to borrow money or open a credit account, he too has to estab- 
lish his credentials, and in the last resort this means that he too, depends on 
personal knowledge on the part of his creditor. This applies to loans -from build- 
ing societies and even from the banks, which do not have a multiplicity of branches 
stretching into quite small villages for nothing. It applies still more to the mul- 
titude of more or less "private" mortgages negotiated by solicitors on behalf of 
their clients. It could be argued that this function of the local solicitor in Eng- 
land (together with others that also require his personal acquaintance with his 
clients) largely explains the otherwise rather surprising multiplicity of small 
legal firms existing in every small town in the country. There is certainly a 
very large proportion of creditors to debtors in these private” relationships. 


Evidence from other primary producing areas is required, but in gen- 
eral it does seem that one concomitant of commercial production at this level 
and the rising standards of expenditure that go with it is a demand on the part of 
the primary producers themselves for credit and/or loan facilities. These may 
take various forms, according partly to the types of expenditure involved and 
partly to the availability of capital and its location. From our point of view here 
the significant question is: from whose hands is this credit or loan obtained? I 
am not concerned with the question of the ultimate source of the capital, but with 
the direct relationship between the primary producer borrower and his personal 
creditor. It seems that there are three main types of source: local middlemen 
(produce buyers), local retailers, and each other. 31 In all these cases, no 
matter what the type of credit arrangement, there is a limit to the number of 
debtors per creditor. This limit is usually set by two factors: first, the small 
amount of capital available to the creditor; and second, the necessity for the 
creditor, who in the circumstances we are discussing nearly always has to act 
on his own sole responsibility, to have personal knowledge of the character and 
circumstances of his debtor. 


It follows that there must be a relatively large number of creditors, and 
in those territories in which they are also produce buyers and/or shopkeepers 
a multiplicity of middlemen and shops. 





Some or all of these roles may overlap in one and the same individual. 
In Sarawak, middleman=retailer; in Ghana many a cocoa farmer is also 
a middleman in the cocoa trade and at the same time a creditor or 
debtor in the pledging system. 








THREE TYPES OF MEXICAN INDUSTRIAL WORKERS 


Joseph A. Kahl 
Washington University at Saint Louis 


This is a report on interviews conducted in 1958 with seventy-two male 
workers in a factory located a little beyond the limits of Mexico City. 1 ‘The fac- 
tory was only seven years old and was of modern design with many of the produc- 
tion processes proceeding on a semi-automatic basis. The total work force was 
approximately 150 men, divided into four shifts: three shifts each working eight 
hours a day, with one shift having a rest between turns. The engineers and 
office staff worked only during the day, five days a week. 


We interviewed six engineers, six office workers, nineteen foremen, six 
mechanics, eight mechanic's aides, three guards, and twenty-four semiskilled 
workers. In relation to the total work force, we under-sampled the semiskilled 
workers and over-sampled the other groups because they were so small. This 
report concentrates on the engineers, the foremen, and the semiskilled workers, 
for they represent rather clear-cut types that suggest interesting questions about 
a rapidly-developing industrial country. The aim here is to raise such questions, 
and not to prove anything. 


The Data 


Every one of the twenty-four semiskilled workers was born in a small 
town or rural village, and all except three currently lived in such towns and vil- 
lages (indeed, sixteen resided in the same place where they were born). This is 
no doubt a result of the location of the factory: far enough from the center of 
Mexico City to make the forty-five minute bus ride and its cost onerous for ordi- 
nary workers, and close enough to an overpopulated rural area to draw its work 
force from it. Most of the men were young, in their twenties; almost half of them 
were married. All had received some primary school education and were liter- 
ate, but none had gone beyond the primary level (sixth grade). Half of them had 
fathers who were farmers; the remainder had fathers who were either petty mer- 
chants or blue-collar workers. 





I am grateful for the able assistance as interviewer of Mr. Noel D. 
Burleson of Harvard University, and as data analyst of Mr. Nieis 
Braroe of Washington University. I would also like to thank, without 
being able to name them, the executives of the factory we studied who 
not only cooperated but greeted us with true Mexican courtesy. The 
present phase of research was designed as a pilot study for a long-range 
investigation of social change that will take several years to complete; it 
was supported by the Social Science Institute, Washington University. 

To be published simultaneously in Spanish in Ciencias Politicas y 
Sociales, Mexico. 
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About half of the semiskilled respondents had started their careers in 
their middle teens as farm laborers, often working for fathers or kinsmen. 
Then they discovered that higher wages (about doubie the agricultural day- 
laborer rate) were available in this new industrial zone between city and coun- 
try, and they took factory or service jobs--indeed, all but four had held a non- 
agricultural job before entering the plant we studied. In the plant they earned 
two dollars a day, which was a good wage in the area for men who needed no past 
experience but were trained on the job for the simple tasks which they performed. 
Forty percent of the men obtained their jobs by going to the gate and applying; 
sixty percent were recommended by a relative or friend who already worked for 
the company. 


Thus the picture begins to emerge: these men were a group of young 
workers making the transition from agriculture to industry. Their community 
patterns in the towns and villages where they lived were based upon rural tra- 
ditions, yet they found better economic opportunity in factory labor. They did 
not have enough formal education or industrial experience to have accumulated 
high-order skills, so they were just semiskilled "hands. "' 


What did they think of factory life? Most of them thought it was splendid. 
Let the reader eliminate from his mind the Victorian picture of dismal sweat- 
shops: this factory was a modern plant, constructed with ample air and light, 
and the front gate was even adorned with a small garden. There was a shower 
room for the men (some even came to the plant on their day off to use it), and 
also a dining room where they could comfortably eat the lunches they brought 
with them (it included, modern touch in old Mexico, an electric griddle for the 
warming of tortillas). An eight hour day was a very light workload compared to 
the long and isolated labor of the fields. 


The management was Mexican, but the company was owned and super- 
vised by a large American corporation that followed modern techniques of "hu- 
man relations;"' thus the workers were led rather than driven, and they re- 
ceived lessons in hygiene and safety which they considered a beautiful experi- 
ence both for their content and for their symbolic indication of a management 
who cared about them. They emphasized quite firmly the importance to them of 
being treated with dignity and respect by their bosses--perhaps even more than 
do American workers. Insofar as they were usually treated well, they con- 
cluded that they had soft jobs, decent bosses, and high pay. 


Sixty-five percent of the workers had no ambitions at all to change jobs; 
the remainder had rather vague notions about gaining more "independence" by 
buying enough land to run a decent dairy or chicken farm or starting a little 
grocery of their own, but the lack of concrete plans for the future (or dissatis- 
faction with the present) suggested that most of them would remain as factory 
laborers until they retired. Most expected their children to follow their own 
path, but about thirty percent dreamed of university educations and professional 
careers (mostly as medical men) for their sons, even though they readily ad- 
mitted that the dreams were not realistic. 


The foremen were quite different in background, satisfaction, and aspi- 
ration. Twelve out of the nineteen were born in large cities, and sixteen cur- 
rently lived in Mexico City and commuted to work. They were sufficiently urban 
in outlook to find the commuting worth the effort, and their salaries permitted 
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them to cover the costs of urban residence and of transport, for they earned more 
than three times as much as the semiskilled workers. Like those workers, the 
foremen were young, almost all in their twenties, and half were married. Only 
two had stopped with primary school; five more had received secondary training, 
and twelve were men who started university courses in engineering but dropped 
out for academic or economic reasons before graduating. Only one had a father 
who was a small-scale farmer; four had semiskilled or skilled fathers; five had 
white-collar fathers; nine had business or professional fathers. Thus the pre- 
dominant background was urban and middle class. About half of the foremen ob- 
tained their jobs through newspaper advertisements; the rest were recommended 
through friends or relatives. The majority seriously anticipated professional 
careers for their sons. 


What did the foremen think of their jobs? Four out of the nineteen were 
content, as judged by their lack of firm desires to seek out another position. 
Fifteen wanted a change, and all for the same reason: lack of opportunity for 
promotion. Let the men speak for themselves: 


Yes, I want to change my job in order to be more, to have more respon- 
sibility and to develop my judgment, probably in a business of my own. 


This job is satisfying in that I'm making things for Mexico, not just 
shuffling papers. But there is a great gulf between foremen and engi- 
neers--the foremen can't progress. Except for one or two older men 
who are content, most foremen think of this job as just a ladder to 
something better. 


Foremen can progress a bit, but there really isn't any future in it. 


In general, the foremen had no strong complaints against their particular 
jobs or against the company, beyond their gripes about night shifts and the dis- 
tance of the plant from Mexico City. Like the semiskilled workers, they thought 
it was a pretty good place to work. But they came from middle class families or 
else had strong middle class ambitions, as evidenced by their general values and 
by their educational attainments, and they could not obtain the standard of living 
they sought on their present salaries. Furthermore, they had come to expect a 
level of responsibility on the job which they could not satisfy working as fore- 
men under the close supervision of graduate engineers. They were frustrated 
men who sought positions with other companies or wanted to start businesses of 
their own so that they could earn more money and have more responsibility. 


The above analysis is supported by the four negative instances of con- 
tented foremen, although they were too few in number to permit of more than a 
hint. One of them was a man of 45, who said: 


I will be here until I die or retire. I look forward to an increase in 
salary, but you see I'm not very well trained for many things and at my 
age I can't go out and get a much better job than this one. 


The other three men had skilled worker fathers, and considered their positions 
to be an improvement over the lives of their fathers. By contrast, most of the 
discontented foremen came from backgrounds that were a bit above the skilled 

worker level. 
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Most of the engineers were also under thirty. All had university degrees. 
They were either born or grew up in urban environments. Four of the six came 
from professional and executive families; two climbed from skilled worker back- 
grounds (in both instances, the fathers were intensely ambitious for their sons 
and carefully planned university educations for them).2 The engineers showed 
a high degree of "modern" professional attitude: they believed in hard work, 
technical excellence, and promotion by performance rather than seniority or 
"connections." All but one obtained their jobs through newspaper advertise- 
ments. They were committed to their careers and intended to shape their sons 
to follow similar careers. 


The following quotations illustrate the attitudes of the engineers toward 
work, career, and planning for the future: 


I think that when you are young and energetic is the time to work hard-- 
for people like us in the middle class, work is sacred; now is the time 
to push. You can't just sit back and wait for things to happen, you have 
to learn, and to make yourself known. I want to give my sons a fine 
education and a career. I don't want to give them money, because in a 
year they might spend it all and be paupers. But if I give them a career, 
teach them to study hard, then that they will have all their lives and 

they will always live well. 


I prefer this company to the government company where I used to work. 
In the government it is a bureaucracy, and usually promotion is by 
seniority instead of the way it should be by skill and performance--and 
once in a while promotion in the government depends on being a friend 
of the boss. 


The three groups were sharply separated. Only one man had ever been 
promoted from worker to foreman, and the standard belief in the management was 
that the workers were not educated or sophisticated enough to hold higher jobs. 
Furthermore, foremen without degrees saw no chance of becoming engineers 
even if they had considerable engineering training and much practical experi- 
ence: the line between "professional" and "nonprofessional"' was absolutely 
clear (indeed, Mexicans use the title "Engineer" as a form of direct address 
just as Americans use "Doctor" when speaking to a medical man, and the title 
is based on the degree, not on the character of the job that is being performed). 
Thus we get the interesting situation where most men were satisfied at the bot- 
tom and at the top of the hierarchy in the factory, but dissatisfied in the middle. 





Indeed, the theme of parental ambitions executed by sons was common in 
many of the interviews. Those men who were climbing above skilled 
and clerical fathers were generally the sons of men who planned and 
schemed to help their children advance in the world, including several 
who moved to Mexico City from smaller towns for the specific reason of 
bringing their sons close to the National University. For parallels in 
the U.S., see J. A. Kahl, "Educational & Occupational Aspirations of 
‘Common Man' Boys," Harvard Educational Review, XXII (Summer 
1953), pp. 186-203. The general subject of mobility has recently been 
elegantly analyzed by Seymour Martin Lipset and Reinhard Bendix, 
Social Mobility in Industrial Society, Berkeley, 1959. 














MEXICAN INDUSTRIAL WORKERS 
Discussion 


There are two structures in Mexican life that come together in the indus- 
trial scene: the social class hierarchy of the local community, and the occupa- 
tional hierarchy of the work world. The link between them is education. Satis- 
faction or dissatisfaction with career is mainly a result of a sense of "relative 
deprivation" (or its opposite) which emerges from the degree of neatness of fit 
between the two hierarchies. Thus a man from a peasant background who moves 
into semiskilled factory labor feels that he is lucky to have such a good job; a 
man from an urban middle class background who moves into the intermediate 
ranks of industry as a foreman feels blocked, but one who becomes an engineer 
feels satisfied and anticipates a steadily improving future. 


What can we say, extrapolating from an inadequate sample based upon a 
single factory, that may have general significance as a guide to further research 
in rapidly developing countries ?3 It appears that middle class culture is having 
the hardest time articulating with the new factory system. Its traditions are 
based on two models: family businesses in which sons follow fathers, and pro- 
fessional careers based upon university educations (and these were, in pre- 
industrial days, careers in law and medicine). As Mexican society urbanizes 
and modernizes, there is increasing fixation in the middle classes upon the uni- 
versity degree. The basic aim of families who have achieved even the barest 
minimum of a middle class standard of living is to give their sons a professional 
education (in the past ten years, the number of university students in Mexico has 
more than doubled). Those who manage to acquire the coveted titulo can then 
follow a career that is understood and admired by their families and friends. 

But about half of those who start towards a professional degree never get it; they 
receive poor grades in class, or they are forced to work while they study and 
find the double load too high, or their families have financial troubles and need 
their help, and soon. They are then placed in limbo, and there is as yet no in- 
stitutionalized position for them in industry. Those whose educations were in 
the engineering sciences drift into positions like foremen that, in an industrially 
more advanced society with a more complex division of labor, would be filled by 
men with secondary educations who are climbing up from working class back- 
grounds, rather than by men who consider themselves as failures as pro- 
fessionals, interestingly enough, the few semiskilled workers in our factory who 
had ambitious dreams for their children spoke either of the role of mechanic or 
that of a full-scale professional; even they did not look upon the foreman's role 
as a legitimate aspiration. 


Thus, the peasant can rather easily become a factory operative; he con- 
tinues his traditional path as a hard worker without much ambition. He judges 
his job by the ease of the work, the manner in which his boss gives orders, and 
the pay. He anticipates no future promotion, and if he has any ambitions toward 
upward mobility, they concern his son rather than himself, for his son will have 
a chance for a better education. He accepts his own position as a natural result 
of his background. 





3. For a review of recent, relevant literature, see J. A. Kahl, "Some 
Social Concomitants of Industrialization and Urbanization: A Research 
Review." Human Organization, XVIII (Summer, 1959), No. 2. The 
most direct antecedent of the research reported here is Wilbert E. 
Moore, Industrialization and Labor, Ithaca, N. Y., 1951. 
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An urban middle class boy can readily translate the traditions of the es- 
tablished professions of law and medicine into a career in engineering if he hap- 
pens to enjoy machinery and mathematics. It is a little surprising to note the 
apparent ease with which he acquires universalistic standards of corporate com- 
petition, for Mexican culture traditionally stressed the importance of ''connec - 
tions" as essential to a successful career. But these engineers mostly got their 
jobs by answering newspaper advertisements, and at least in their verbal state- 
ments, they approved of prestige and promotion according to the sole standard 
of proficiency, and told horrible tales of "politics" in government bureaucracies. 


However, Mexico does not yet appear to have institutionalized an ac- 
cepted career for the middle ranks of industrial workers. These men are 
neither successful members of the working class nor accepted members of a 
stabilized lower middle class. They are men who have failed to reach their 
initial goals, and they are unhappy about it. As the middle class grows in size 
and complexity, Mexican society will probably create a more comfortable niche 
for men of their type. 


There is one problem that has been touched upon in this paper that should 
be explored further: the division of the working class into two segments, re- 
ferred to above as skilled and semiskilled. In informal conversations, mana- 
gers in the factory reported on in this paper and in other establishments have 
noted a rather sharp distinction that correlates with level of skill but is not ex- 
actly the same thing; one man called them the "dirty" and the "clean" workers, 
and insisted that large numbers of "clean" factory workers have only appeared 
in the last fifteen years. The "'dirty'’ ones correspond to the old stereotype: 
men who work simply to get a minimum subsistence wage, who are apt to go on 
drunken sprees, who are unfaithful to their wives and unambitious for their 
children, who are (from the viewpoint of the managers) "irresponsible."' By 
contrast, the "clean" workers are constantly seeking to learn new skills on the 
job, attempt to save their pay or to use it to improve their families' way of 
living, want their sons to advance, are generally "responsible" in their work 
behavior. It was noted above that a few of the engineers and foremen in our 
factory were the sons of ambitious skilled workers who fit the description of 
"clean" workers. It is easy to understand that the sons of such men will have 
educational and occupational ambitions to rise in the hierarchy, while the sons 
of ''dirty"' workers will simply repeat the lives of their fathers. But one cru- 
cial question remains unanswered: in a rapidly expanding industrial system, 
with the majority of lower-level industrial workers being recruited from peasant 
backgrounds, what turns some men into "clean" workers and others into 
"dirty" ones? This question is part of a larger one: what are the dynamics of 
social change that transform the social class hierarchy from a rather simple 
structure of two or three layers with sharp distinctions between them, into a 
complex structure with many layers and blurred distinctions? It is not enough 
to say that as industry advances, the division of labor becomes more complex; 
we must also discover the processes which convert that economic fact into a 
social one, based on the values of different groups of men. 








HUMAN CAPITAL AND ECONOMIC GROWTH 


Andrew Gunder Frank 
Michigan State University 


Investment in the human factor may well have a higher payoff in terms of 
increased output than does any other input. To bring the still limited evidence 
to bear on this increasingly popular contention, ! it will be useful to distinguish 
in classical fashion among all the various inputs that serve to produce and ac- 
count for any given output. Let us distinguish the three conventional inputs of 
labor, land, and capital; add to them technology, organization, human capital, 
and, to be exhaustive, other. Any observed increase in output between two 
points in time must have resulted from an increase of one or more of these in- 
puts. How much, we may then ask, of the increased output of Western economies 
during some period of their growth can be accounted for by increased inputs of 
human capital, and how much by increases of other inputs? 


Evidence is accumulating which suggests that only a modest share of in- 
creased output is matched by contemporaneous increases of conventional inputs 
of labor, land, and capital combined. Research in progress at the National 
Bureau of Economic Research suggests that for the period 1899-1953 in the 
United States, total output rose three times as much as did total inputs of labor, 
land, and capital, conventionally defined. 2 In other words, 33 percent of the 


increased output may be accounted for by increased inputs of labor, land, and 
capital; and 67 percent must be accounted for by an increase of some combina- 
tion of the other four inputs listed above. 3 In the Soviet Ukraine 31 percent and 


As See particularly, A. K. Cairncross in UNESCO, "Factors of Economic 
Progress, "' International Social Science Bulletin, Vol. VI, No. 2, 1954; 
S. S. Kuznets, "Toward a Theory of Economic Growth," in R. Lekach- 
man, ed., National Policy for Economic Welfare at Home and Abroad, 
New York, 1955; M. Abramovitz, "Resource and Output Trends in the 
United States Since 1870," American Economic Review, XLVI, May 1956; 
and T. Schultz, "Reflections on Agricultural Production, Output and Sup- 
ply,’ Journal of Farm. Economics, XXXVIII, August 1958; and elsewhere. 


Reported in S. Fabricant, Economic Progress and Economic Change, 
Thirty-fourth Annual Report; National Bureau of Economic Research, 
1954; and in J. W. Kendrick, "Productivity Trends: Capital and Labor," 
Review of Economics and Statistics, XXXVIII, August 1956. 


This inference rests on certain methodological assumptions such as that 
measurement errors and non-constant returns to scale do not account 
for the discrepancy between observed increase in output and input. An 
excellent discussion of the methodological . sues involved may be found 
in V. W. Ruttan, Technological Progress in the Meat Packing Industry, 
Washington, D. C., 1954. Relaxing even the necessary assumptions, 
however, it is hardly likely that the 67 percent gap between the increase 
in output and that of conventional inputs would be eliminated or severely 
reduced. 
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57 percent, respectively, of the increase in industrial output during two recent 
periods of rapid growth, 1928-1937 and 1950-1955, cannot be accounted for by 
increased inputs of labor and capital and must be attributed to other inputs. For 
the entire period, 1928-1955, which includes the war, the missing share is 22 
percent. 4 The suggestion of these and some other studies to be cited is that 
much of an economy's increase in output is due not to increase of conventionally 
defined labor, land, and (material) capital, but instead to improved technology, 
improved organization (and hence allocation or other inputs), increased human 
capital, and/or additional "other" inputs. We need other evidence to attribute 
an observed output increase to any particular one of these latter four inputs. 


There is some evidence that, among the four "neglected" inputs, human 
capital is the most important.5 Call any change in output divided by the cor- 
responding change in measured (conventional) inputs a "change in general pro- 
ductivity. '' Now observe the difference in general productivity as between in- 
dustry and agriculture. The average annual increase of general productivity in 
industry was more than 2 percent in the United States and almost 5 percent in 
the Ukraine for the periods cited earlier. 6 The corresponding changes of general 
productivity in agriculture were a less than 1 percent increase in the United 
States and a decline in the Ukraine.7 Moreover, other studies, of Mexico, 
Brazil, and Argentina, referring to agriculture only, all indicate average annual 
increases of 1 percent in agriculture.® How can we account for this consistent 
difference between industry and agriculture in the contribution of technology, 
organization, human capital, and the "other," if any, input? Though I am not 
acquainted with any measures of the impact of technological change in industry 
relative to agriculture, I would hazard the suggestion that it has by no means 
been sufficiently large to account for the observed difference in general pro- 
ductivity changes. Indeed, it may well be that technological change in agricul - 
ture may even have exceeded that in industry during the period covered. Nor is 
it easy to argue that industry has benefitted substantially more from organiza- 
tional improvement than has agriculture. (In the Ukraine agricultural organiza- 
tion appears to have changed for the worse due to collectivization, thus account- 
ing for much of the negative change of general productivity there.) Omitting the 
hypothetical "other" factor from consideration, and the effects of labor, land 
and capital having been held constant to begin with, we are left with differential 
changes in human capital to account for the higher productivity rise in industry 
than in agriculture. And the argument that education and skills has increased 
more among industrial workers and managers than it has among their agricultural 





4. A. G. Frank, "General Productivity in Soviet Agriculture and Industry: 
The Ukraine, 1928-1955," Journal of Political Economy, LXVI, Decem- 
ber 1958. 





This is not to say that these inputs can be increased completely inde- 
pendently of each other. Technological and organizational improvements 
themselves may, of course, help increase skill and human capital in 
general. 


Kendrick, op. cit., p. 251; and Frank, op. cit., p. 510. 


Ibid., p. 510. 


Cited in ibid., p. 510. 
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counterparts seems extremely strong and defensible. Not only is the educational 
input universally higher in urban industrial areas than in rural agricultural areas, 
but much of the educational input into rural areas contributes not to agricultural 
output but to industrial output because of the continual migration from rural to 
urban areas of newly educated people--and possibly of the best educated ones at 
that. Thus, we have herein strong evidence that investment in human capital is 
the crucial contributory factor to increased output. Th 


Other evidence, as well, permits the inference that human capital is a 
more important proximate factor in economic growth than is technological change. 
The rate of economic growth in the United States exceeded that of Europe during 
the nineteenth century. In the absence of real evidence, permit me to infer that 
the rate of increase in general productivity was similarly greater in the United 
States than in Europe. Now why might this have been the case? Greater tech- 
nological change in America than in Europe would account for at least part of 
such differential change in general productivity. But there is evidence that just 
the reverse was the case: that technological change was slower, not faster, in 
the United States than in Europe.9 The implication is that reference to differ- 
ential technological change is not sufficient, or even relevant, for an attempt to 
account for the supposed differences in general productivity increase between 
the United States and Europe. But migration of educated and trained workers to 
the United States--and, not unlike the rural-urban migrations referred to ear- 
lier, educated and trained by Europe at that--can, and I believe does, account 
for such a difference. While evidence about the relative importance of other 
factors is less readily at hand for Commonwealth countries, they do exhibit the 
same pattern of increases of human capital correlated with output growth. 

Thus, we have another piece of evidence in support of the suggestion that in- 
creases of human capital play a, if not the, major role in economic growth. 


Again, how can we account for the more rapid contemporary growth of 
output in Argentina, Brazil, Chile, Uruguay, and Mexico than in other coun- 
tries of Latin America? By pointing to greater increases of all inputs, no doubt. 
But note that the first four of these countries are precisely those that have the 
highest ratios of European to Indian (and Negro) inhabitants, and thus of rela- 
tively well-educated to non-educated people. And Mexico is the country in 
Latin America which has, by means of a concerted campaign, achieved the 
highest increase in the percentage of literacy in the last generation. And why is 
Canada able to attain so high a rate of economic growth at the present time? 

May we not infer, again, that in all these cases an earlier substantial increase 





This inference may be drawn from W. Paul Strassman's Risk, and 
Technological Innovation: American Manufacturing Methods in the 
Nineteenth Century, Ithaca, N. Y., 1959. Through personal communi- 
cation Mr. Strassmann also suggests that this relationship holds for 
industries other than the ones specifically investigated in his book. 
Agricultural machinery, however was not one of these industries, he 
notes. Note that this circumstance lends support, though for a differ- 
ent period, to my earlier suggestion that technological change in industry 
is not necessarily in excess of that in agriculture in the United States, 
and that it thus bolsters the argument that human capital is more impor- 
tant than technology. Mr. Strassmann is not responsible for, and might 
not concur with, the use to which his evidence is put here. 
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in human capital is not only correlated with, but substantially responsible for, 
the current increases in output? Why were the European economies able to re- 
cover their prewar output levels so much more rapidly than anticipated after both 
world wars? Because, although the wars severely diminished their labor, capi- 
tal, and worsened their organization, they did not, apparently, destroy the cru- 
cial inputs. No doubt, in this case, technology must be counted among these, 

but so again must the knowledge and skill embodied in the population. 


Relying on the assumption that marginal contributions to inputs can be in- 
ferred from crude measures of average contributions, the argument so far has 
been that attribution of output to other inputs leaves a large residual output which 
must be attributed to input of human capital. A recently launched more direct 
investigation of the marginal contribution of human capital supplies additional 
evidence for my thesis. In a preliminary study, T. W. Schultz examines changes 
in the shares in total capital formation of physical capital and human capital as 
represented by secondary and higher education. e share of the latter rose 
from 4.2 percent in 1900 to 28.2 percent in 1956. 10 the inference, thus, is that 
education has made an increasingly large contribution to output; and that again, 
insofar as it constitutes a major part of the increase in human capital, invest- 
ment in the human factor is a major component of economic growth. 


Future studies, it may be hoped, will investigate the extent to which these 
inferences, all of which were gleaned from the experience of countries in already 
relatively advanced stages of development, may serve as investment guides for 
poorer and more disease-ridden populations anxious to launch a development 
process. 





10. T. W. Schultz, "Gross Capital Formation Represented by High School, 
College, and University Education in the United States, 1900 to 1956," 
The University of Chicago, Agricultural Economics Research Paper 
No. 5807, 1958 (unpublished ditto). 








A SUCCESSFUL COMBINATION OF SUBSISTENCE AND WAGE ECONOMIES 
ON THE VILLAGE LEVEL 


James W. VanStone 
University of Toronto 


The current interest in culture change and the small community has re- 
sulted in a considerable amount of attention being paid to the effect of the intro- 
duction of outside influences on community stability. It has been pointed out 
many times that these influences often create wants that cannot be satisfied 
within the community framework and are thus the cause of community disin- 
tegration. In recent years, wage labor has been an important factor in satisfying 
the newly created wants of isolated communities, but it has also meant a break- 
ing with tradition and custom. Ina recent paper, Mair has emphasized "'the 
profound internal contradictions of a society in which wage-labour is indispensi- 
ble and which yet is not allowed to be a society of wage-labourers--a society 
whose accepted necessities include some which can only be bought for cash, 
and others which can only be produced by direct labour, so that though work 
abroad is necessary, its product is not a substitute for work done at home. "! 
Under circumstances such as she describes, it is usually necessary for the 
laborers to leave the village for long periods of time, a situation which results 
in the weakening of family relationships and which may lead to a drift to the 
towns and eventual disintegration of the community. Seldom, it would seem, 
is it possible for communities to successfully combine wage labor with a sub- 
sistence economy in the village. 


The purpose of this paper is to consider the economic situation of one 
community that is, at the present time, successfully combining subsistence and 
wage economies. The reasons for this successful adaptation will be examined, 
and an attempt will be made to assess the extent to which the community will, 
in the future, become increasingly involved in economic patterns external to its 
own immediate culture sphere. The unit under consideration is the Eskimo 
village of Point Hope in northwest Alaska, studied by the author from August 
1955 to September 1956. 2 





L. L. Mair, Studies in Applied Anthropology, University of London, 
Monographs on Social Anthropology No. 16, London, 1957, p. 77. 





The Point Hope study was supported by the Arctic Aeromedical 
Laboratory, Ladd Air Force Base, Alaska, under contract number AF 
41 (657)-32, project number 7-7957-4, and by the University of Alaska. 
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The village of Point Hope, a community of approximately 250 individuals, 
is located along the northwest coast of Alaska, midway between the towns of 
Kotzebue and Point Barrow. The inhabitants of Point Hope, like those of other 
villages along the Arctic coast, are largely dependent upon the hunting of sea 
mammals for their subsistence. Because of the nature of the arctic environ- 
ment and the movements of the sea ice, certain animals appear at definite times 
of the year. In the fall, when ice first begins to form, seals are hunted at open 
leads. Later on during the winter, the polar bear is also hunted, and tom cod 
and crabs are taken through the holes in the ice. During the early spring, bow- 
head whales are pursued and killed as they pass by Point Hope on their annual 
migration into the Beaufort Sea. This is by far the most spectacular aspect of 
the Point Hope subsistence cycle and requires the cooperation of everyone in the 
village.3 Seals are also hunted during the spring, and walrus are occasionally 
taken. Summer is a time of relative inactivity, and in the past, many families 
left the village to fish at the mouths of nearby rivers or trade at trading centers 
to the north and south. 


It can be seen from this brief resume of the Point Hope subsistence cycle 
that the hunting of sea mammals is of vital importance. In fact, the only impor- 
tant land animal in the economy in the caribou, herds of which appear near the 
village during the fall and early winter and in the spring. In spite of new equip- 
ment and a few new techniques, the basic pattern of subsistence activities at 
Point Hope today remains much the same as it was in the pre-contact period. 
The Point Hope people are still essentially sea mammal hunters, and many as- 
pects of their life in the village are closely related to this fact. The village has 
been successful in maintaining a stable population while many Alaskan villages 
are disintegrating, largely because of this close connection with and interest in 
the aboriginal subsistence economy. In spite of developing interests outside the 
village, local men maintain their primary interest in the yearly round of sub- 
sistence activities. Hunting can be said to be the major orientation of the 
village, and the villagers are proud that they inhabit one of the best hunting lo- 
cations on the Arctic coast. 


0 


It has been nearly 300 years since the Eskimo at Point Hope first be- 
came aware of the White man. European trade goods from Russian posts in 
Siberia probably reached the village before the beginning of the eighteenth cen- 
tury, or at least 125 years before any White man saw the village.* After 1850, 


3. F. G. Rainey, ''The Whale Hunters of Tigara,"’ eat pe. 15aT, Papers 
of the American Museum of Natural History, Vo " 
pp. 244-68; James W. VanStone, Point Hope, An Eskimo Community in 


Northwest Alaska, n.d. 


Frederick William Beechey, Narrative of a Voyage to the Pacific and 
g's Strait to ae he er Performed in 
fia Ms = 
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commercial whaling vessels were familiar along the Arctic coast, and from them 
the Point Hopers first received trade goods in large quantities. The whalers, 
who were interested in obtaining baleen, traded with the Eskimos for it and also 
took large quantities with their own ships; some Point Hope men worked on the 
whaling vessels. Eskimos in all the villages along the Arctic coast were anxious 
to obtain trade goods, and the arrival of the whaling ships was looked forward to 
with great eagerness every spring. The people were paid in such items as flour, 
crackers, black tobacco, matches, lead, rifles, ammunition, and molasses. 


Toward the end of the nineteenth century, when the demand for baleen be- 
gan to fall off, some whaling vessels found it profitable to combine trading with 
whaling, and the first regularly established trade contacts with the northwest 
Alaska villages came about in this way. Thus, trades were established in some 
villages by the time whaling came to an end in the second decade of the present 
century. As early as 1912, trading vessels were making frequent stops at Point 
Hope during the summer months and leaving stocks of goods to be traded to the 
local people for furs and baleen. However, no trader ever became permanently 
established in the village, and it was not until 1920 that a store owned and op- 
erated by villagers came into existence. St. Thomas Episcopal Mission was the 
motivating force behind the setting up of this cooperative store, but in 1926 a 
store freed from mission influence was established on a share holding basis. 
This enterprise, which for a while included the reindeer herding operations, 
continued until 1946 when the shareholders were paid off and the store again be- 
came a village cooperative, this time affiliated with the Alaska Native Industries 
Cooperative Association (ANICA). Today the store does a strictly cash busi- 
ness, but also handles furs and products of local manufacture in exchange for 
merchandise. 


Point Hope participated in the reindeer herding program which was in- 
stituted by the Bureau of Education in 1892 to provide Alaskan Eskimos with a 
new source of food that would offset the decline in sea mammals caused by un- 
restricted killing of whales, walrus, and seals by commercial interests during 
the second half of the nineteenth century. There was a small market for the 
meat and skins of the reindeer, and it was hoped that the Eskimos could derive 
a cash income for their sale. The first deer were brought into Alaska near the 
village of Teller on Seward Peninsula, and Lapp herders were also brought 
from northern Norway to teach the people the proper methods of caring for the 
herds. A system of apprenticeships for Eskimos was established, and as they 
became experienced in herding through working with the Lapp herders, they 
became individual owners of deer. 6 


In 1894 two men from Point Hope were sent to Teller to learn reindeer 
herding, and one of them brought part of his herd and some government deer 
back to the village in 1908. At first the reindeer did well at Point Hope. Most 
of the animals were individually owned and identified by special marks on the 
ears. However, this proved to be an unsatisfactory arrangement because the 
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herds were hard to separate on the basis of individual marks. In March of 1926, 
all deer were counted into one herd owned by a joint stock company of Eskimos. 
The deer were butchered and sold, but the payment was only sufficient to main- 
tain the herd. In June of the same year, a count showed 4, 100 animals, and six 
years later there were over 6,000. The herd seems to have maintained its size 
until 1938 when the first sizable decrease was noted. In 1939-40, the herd num- 
bered approximately 4,000 deer, but by 1945 there were only 500, and these 
were not being herded because of lack of interest on the part of the people. In 
July of 1947, there were 327 deer, and the herd was returned to the government 
because it was too small to pay its way. A herder was hired, but when in 1948 
he left the deer to get supplies, the remaining 250 animals disappeared. 7 


The attempt to make reindeer herders out of the Point Hope Eskimos was 
largely unsuccessful for a variety of reasons. The deer themselves were sub- 
ject to various parasites and were killed in large numbers by wolves. If not 
carefully watched by herdsmen, they tended to wander off with the caribou; cer- 
tain areas were over-grazed through careless herding. Most significant of all, 
perhaps, is the fact that the Point Hopers are a sedentary people who follow a 
definite cycle of hunting and fishing activities quite foreign to the nomadic routine 
of close-herding. Even the most dedicated herdsmen desired to return to the 
village for the spring whaling activities, and it was at this time that ae num - 
bers of deer wandered away and were lost. 


A cash income has been a negligible feature of village life until the past 
five or six years. However, fifteen or twenty years ago high prices could be 
obtained by the Eskimos for white fox pelts, and full time winter trapping 
threatened to take the place of a major part of the aboriginal subsistence cycle. 
Fox skins were formerly worth as much as $40 to $60 each, but today the trapper 
is fortunate if the store can get $20 for one, and there is little demand for them 
even at that price. Fox trapping is thus an unimportant feature of the village 
economy at present, but at one time it was the most important source of income 
for the villagers. However, it is doubtful if much cash was brought into the 
village by this means, as the bulk of the trapper's income was tied up in credit 
at the store. 


I 


The most obvious aspects of change observable in Point Hope culture to- 
day pertain to technology and have resulted in the almost complete abandonment 
of the traditional Eskimo material culture. Nearly all the tools and weapons 
now in use in the village are manufactured rather than home made and must be 
purchased with cash. Even the few that are made in the village (sleds, dog 
harness, boats, etc.) require some material in their manufacture that must be 
purchased. Aboriginal methods and concepts have been rapidly replaced by the 
most recent twentieth century methods and concepts, and the people of Point 
Hope, far from regarding such change suspiciously, have been quick to recog- 
nize the advantages of such efficient new techniques. There has been an almost 
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complete Americanization of household and personal equipment--furniture, cook- 
ing utensils, flashlights, radios, etc. --and such changes, together with those 
involving the subsistence economy, have been accepted because, although in some 
ways they involve excessive expense and their procurement works a hardship on 
the individuals involved, they are clearly conducive to greater comfort and con- 
venience. Although formerly the relationship between craftsmanship and utility 
was a very close one, the changes in material culture do not seem to be in con- 
flict, either functionally or symbolically, with other firmly established and un- 
changing norms of village behavior. Instead, individuals within the existing cul- 
ture marvel at the way their predecessors were able to exist satisfactorily with- 
out the new methods and techniques which they take for granted today. 


The changes mentioned above are the direct result of an increased cash 
income for the village. In 1946, the total wages earned by villagers, which in- 
cluded four individuals employed in the village at year-round jobs, was $3, 548; 
in 1955, the figure was $53,841. In 1939, the school teacher estimated the 
average family income, including sources other than wages, as approximately 
$50 per family. In 1948, half of the families in the village had an income be- 
tween $500 and $800 per year, while in 1955, the distribution of estimated in- 
come by families was recorded as follows: 


Income Number of Families 





Under $100 
100 -$ 199 
200 -$ 299 
300 -$ 399 
400 -$ 499 
500 -$ 1749 
750 -$ 999 

$1,000 - $1,499 

$1,500 - $1,999 


oun Owrnr & 


_ 


These figures, which show that half the families in the village have an income of 
more than $1,000 per year, make it easy to appreciate the increased purchasing 
power of the village that has, generally speaking, been converted into a more 
comfortable standard of living than existed when the village depended on local 
subsistence activities alone.8 


This notable increase in village purchasing power can be attributed almost 
entirely to increased summer employment opportunities that have become avail- 
able in recent years. A certain amount of cash, or more correctly, credit at the 
store, can be earned by villagers during the rest of the year through the sale of 





These figures were obtained from annual economic surveys compiled by 
the Bureau of Indian Affairs. Although it is doubtful whether a truly ac- 
curate estimate of annual income is obtained in this manner, the figures 
can probably be considered as reasonable estimates and have, in this 
case, important comparative value. 
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seal skins, polar bear skins, fox pelts, and products of local manufacture such 
as bone masks, ivory bracelets, and baleen baskets. Raw seal skins are pur- 
chased and disposed of through ANICA or to traders in other Alaskan villages. 
The price paid for seal skins depends partly on quotations from Seattle buyers. 
During the winter of 1956, small skins brought $1.25 each and large ones 
$1.50. During 1955, the store purchased more than 3,000 seal skins and was 
successful in finding a market for all of them. ‘The purchase and sale of polar 
bear skins is by far the largest part of the store's fur business. Polar bears 
are plentiful in the Point Hope area, and between thirty-five and seventy-five 
animals are killed each winter. In 1956, the store paid $10 per foot for polar 
bear skins, the skins ranging from seven to fifteen feet in length, and for sev- 
eral years has been able to sell them all to a single buyer in Seattle. The best 
hunters get two or three bears during a single winter. 


In the past ANICA has encouraged villages with stores under its juris- 
diction to develop trade in local products. At Point Hope a great deal of interest 
was shown in the possibility of marketing seal and whale oil, and as late as 1950, 
the store shipped forty drums of this material to Seattle, to be used mostly in 
the manufacture of candles and soap. However, this project turned out to be un- 
profitable and was dropped a few years ago. A similar situation developed with 
regard to coal, a rather poor grade of which is obtainable by surface mining 
methods in the Cape Lisburne region about fifty miles north of Point Hope. 
ANICA let it be known that they would buy coal from Point Hope to sell to other 
villages if the coal could be obtained cheaper than what they were already pay- 
ing in Seattle. At the time this project was under consideration in the early 
1940's, local men could be hired to mine and transport the coal for as little 
as $1 a day plus food, but with increased employment opportunities and rising 
wages, the mining of coal became impractical, and a satisfactory arrangement 


with ANICA was never reached. Today, no one goes to the mines even to ob- 
tain coal for his personal use, because of the time involved, the uncertainty of 
the weather, and the possibility of putting the summer months to more profit- 
able use. 


During the winter months, when cash is scarce and a certain amount is 
absolutely essential for the purchase of such items as fuel for lamps, ammuni- 
tion, and such staple food products as flour, coffee, tea, and sugar, the Point 
Hopers rely heavily on the sale of seal skins, polar bear skins, and products 
of local manufacture which are exchanged for credit at the store. However, 
the amount thus earned is negligible compared with what can be earned by em- 
ployment as wage laborers outside the village during the summer months. 


Summer is a time of relative inactivity in the village compared to other 
seasons of the year. Once the ice has disappeared there is little or no sea 
mammal hunting of any kind. There is a tradition for leaving the village at this 
time of the year, as formerly some Point Hope families traveled down the coast 
to fish and net belugas, while others made extensive trips into the interior to 
hunt caribou. As recently as fifty years ago, many families traveled to a trad- 
ing center near the present town of Kotzebue where they traded with inland 
Eskimo from the Noatuk, Kobuk, and Selawik Rivers, as well as with other 
coastal ‘a from Wales, the Diomede Islands, Port Clarence, and East Cape, 
Siberia. 


9. Rainey, op. cit., pp. 267-68; R. P. Porter, rt on ation and 
Resources of Alaska at the 11th Census, Weahiecten a p. lov. 
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Opportunity for employment outside the village during the relatively in- 
active summer months is a recent addition to the Point Hope yearly cycle, al- 
though as early as 1906, a few men were leaving the village to work in the mines 
near Candle on Seward Peninsula. Today, as soon as spring seal hunting is over 
in early June, many men leave the village to seek employment in Fairbanks, 
Anchorage, and other Alaskan cities, or at the various military sites that are 
in the process of construction along the Arctic coast. Climatic conditions in 
Alaska, which confine most building construction and other outside work to the 
summer months, permit the villagers to earn a cash income at a time that does 
not interfere with the hunting activities on which they are still dependent for most 
of their food. The uneasy peace that has existed between the United States and 
Russia since the end of the second world war has resulted in increased defense 
construction in the Arctic, and as a result, the chances for Point Hope men to 
earn cash have been improving over the past few years and are likely to continue 
to improve. 


During the summers of 1951 to 1953, there were opportunities for nearly 
all the adult men to work on a radar station being constructed at Cape Lisburne. 
Many men joined a building trades union at that time, a fact that contributed 
greatly to their subsequent success in obtaining summer employment. Most Point 
Hope men are well aware of the advantages of union membership and try hard to 
keep up their monthly dues payments during the winter months when cash is 
scarce. Although most men are hired for unskilled labor, a few have become 
skilled carpenters, and a variety of other unions are represented in the village. 
By communicating directly with the office of the union local in Fairbanks, it is 
possible for a man to be sent directly to the location of employment, rather than 
make the expensive trip to Fairbanks to be hired off the bench there. 


Some Point Hope men have been going to Fairbanks and Nome during the 
summers for a number of years to work for a mining company that carries out 
gold mining operations. This is still the chief employment opportunity for non- 
union men, although the relatively low wage scale combined with expensive 
transportation costs cuts down considerably the amount of cash that a man so 
employed is able to bring back to the village. Since Eskimos from many villages 
work together at the mining operations, this form of employment appeals to 
Point Hopers who do not speak good English and would prefer not to work with 
Whites. Some non-union employment is also available at Kotzebue and Point 
Barrow. Often it is possible for a man to combine longshoring or other work in 
these towns with ivory carving to be sold to tourists. 


A few of the younger Point Hope men have had a surprising amount of la- 
bor experience considering the relative isolation of the village and the lack of 
employment opportunities until recent years. An interesting example is a young 
man who left the village in the summer of 1950 to work for the government-owned 
Alaska Railroad. Rather than return to Point Hope, he went to Anchorage in the 
fall where he obtained employment at a local filling station and garage. In mid- 
winter, he returned to Fairbanks and went back to work for the Alaska Railroad, 
staying on the job until spring. During the summer of 1951, he obtained work 
on a government construction project near Fairbanks and joined the union but was 
laid off in midsummer. After living in the city until most of his money was gone, 
he was able to get a job as dishwasher at a nearby air base and joined the 
restaurant employees' union, paying his dues out of his first month's pay. Later 
in the summer, he was transferred to Cape Lisburne and from there returned to 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 181 


Point Hope in the fall. The following spring he went to Kotzebue and obtained 
employment on a sea-going tug bound for Seattle. He jumped ship in Seward 
and eventually worked his way back to Point Hope during the winter of 1952. 


The preceding account cannot be considered as typical of the employment 
history of all Point Hope men, most of whom prefer to return to the village by 
early October, in time for fall hunting activities and preparation for winter, but 
it does show the variety of employment possibilities open to villagers and taken 
advantage of by those young men with a good command of English and without 
close family obligations at home. Employment opportunities within the village 
are extremely limited and consist mostly of occasional part-time work at the 
school or mission. The only individuals with full-time employment in the village 
are the postmaster, storekeeper, assistant storekeeper, and maintenance em- 
ployee at the school--the mission interpreter is paid for approximately twenty 
hours of work per week. Occasional full-time or part-time employment oppor- 
tunities for women are available at the school. 


The result of increased summer employment opportunities has been to 
bring unemployment compensation into the picture as an important source of un- 
earned income in the village. Anyone who earns more than $500 in a year, and 
has been laid off from his job, is eligible to receive unemployment compensa- 
tion, providing not more than three-quarters of his income is earned in one- 
quarter of the year. This ruling is meant to eliminate seasonal workers, but 
most men, particularly those employed on construction jobs, work during at least 
two-quarters of the year. Other forms of unearned income that are important 
economically to the village are Old Age Assistance and Aid to Dependent Children; 
their influence on village economics will be discussed in more detail later. The 
income tax refund, which nearly every wage earner receives because payroll 
deductions are based on full-time employment, is usually received in the early 
spring when an individual has few other sources of cash income. 


Although no accurate figures are available for the average amount of 
money earned by Point Hopers during the summers, the figure for total wages 
earned by villagers during 1955, which has been previously mentioned, gives a 
reasonable idea of the amount of money that is coming into the village. A fur- 
ther insight into the importance of cash in the village economy can be obtained 
by comparing store sales over the past few years. 


During 1940, the store did approximately $5,000 worth of business. The 
following figures, showing the monthly statements of store operations from 
September, 1955, to May, 1956, indicate the increase in sales since 1940. 


Month (1) (2) (3) 


September 1955 $ = 28 $5, 540. 50 $ 92.91 


October 2. 44 7,640. 16 
November 186. 45 6, 263. 57 
December 604. 22 5,974. 68 
January 1956 860. 80 4, 168. 90 , 
February 1, 201. 62 4,039. 18 592. 79 
March 1,433. 04 4,927.11 280. 94 
ril 928.61 4,531. 55 1, 086. 80 
899. 48 5, 416. 82 1, 329. 03 


Goods exchanged for furs or marketable native products. 
Goods sold for cash. 

Furs and native products sold locally. 

Total sales. 








182 SUBSISTENCE AND WAGE ECONOMIES 


In 1956 the inventory of the store totaled more than $30,000, a figure 
which represents the cost of the merchandise at Seattle, plus the freight charges 
from that city to Point Hope. Because of high freight costs and financial obliga- 
tions to ANICA, it is a general policy of the store to mark up approximately 50% 
on the Seattle wholesale prices of everything they sell. These high prices have 
considerable effect on the purchasing power of the villagers' cash income, most 
of which is spent locally. 


IV 


As we have seen, the fact that most employment opportunities in Alaska 
are restricted to the summer months has made it possible for Point Hope men to 
fit outside employment into their seasonal cycle at a time when there would be 
little for them to do in the village. Thus individuals have become adapted to a 
wage economy and yet have been able to combine it successfully with aboriginal 
subsistence activities. Within a wage economy, however, success depends en- 
tirely on individual effort, while the subsistence activities practiced by the Point 
Hopers are largely cooperative, a fact that is emphasized by the communal whale 
hunt that takes place each spring. Hunting is essentially a family activity, suc- 
cess or failure depending upon the extent to which the needs of the family are 
satisfied. There is no doubt but that the individual effort involved in wage labor 
and the cooperative aspect of aboriginal subsistence activities have been diffi- 
cult to reconcile, although changes in the social structure that took place long 
before the advent of a wage economy have helped to pave the way for a moder- 
ately successful combination of individual effort and family responsibility. 


The extended family group which was once the basis of Point Hope social 
structure has long since been replaced by small nuclear-core units, usually com- 
posed of a man, his wife, their children, and perhaps one or two dependent rela- 


tives. Rainey!9 has pointed out that once feuds and bitter family rivalries dis- 
appeared at the beginning of the present century, the need for the powerful com- 
bined families was no longer urgent. Apparently the existing system of small 
nuclear-core families occupying their own dwelling has been in existence for a 
considerable length of time. In 1940, Rainey was unable to obtain much infor- 
mation, even from the oldest people, about the old extended family groups. 11 


In spite of the disappearance of the large extended families, most of the 
economic and social situations existing within the village today are still based 
on the nuclear-core unit rather than on the individual. In principle, if not always 
in practice, every member does his or her best to increase the income and pro- 
ductivity of the family. Although the periods of absence from the village for em- 
ployment purposes are relatively short, strength of family attachments do be- 
come weakened when one member works for cash outside the village. A man will 
usually send money earned in this way to his wife and children, but the introduc- 
tion of a money economy has, to some extent, resulted in the atomization of the 
individuals within the family, with a consequent weakening of familial relation- 
ships. This is particularly noticeable with regard to young unmarried members 
of the family who have achieved independence through outside employment and 





10. Rainey, op. cit., p. 240. 


ll. Ibid, p. 241. 
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who do not feel obligated to contribute even a small portion of their wages for 
family welfare. This tendency has resulted in the weakening of parental 
authority and the rise of a younger generation that is a class apart. Today the 
values and standards of young people are at least partly based on their experi- 
ences outside the village while older people, although not without outside in- 
terests and contacts, are oriented toward traditional village interests and ac- 
tivities. Two generations that do not share the same experiences and goals are 
certain to find it difficult to understand each other. Closely related to this de- 
velopment is the tendency for the home to lose its place as an educational unit. 
This is a tendency that has been increasing in recent years at Point Hope and is 
accelerated by the fact that the men are away from the village at a time when 
children are free from the demands of school and there would be ample oppor- 
tunity for passing on the values of the society to them. 


? Margaret Mead has pointed out that "the effect of the migration of the men 
on family and village life depends on whether there was a pattern for being with- 
out men before the coming of industrialization. m2 Although no such pattern ex- 
ists at Point Hope, family ties are strongly structured and can successfully with- 
stand separations of several months duration, particularly since the man's ma- 
jor interests continue to be community-centered and their employment in the 
larger urban centers is generally for the purpose of creating a better way of life 
for themselves and their families in the village. Also, a family whose men are 
away can generally count on assistance from male relatives who have not left the 
village. Although division of labor, which is basic, to family life at Point 
Hope, is seriously disrupted when the male members are away from the village, 
the fact that summer months are not important from the standpoint of local sub- 
sistence activities generally means that loss of production will be more than off- 
set by the wages the men earn. Thus, it can be said that the family structure at 
Point Hope, although considerably modified from aboriginal times and weakened 
to some extent by the recent shift to a partial wage economy, is still a strong 
aspect of communal solidarity. 


One further point should be made concerning social structure, and that 
involves acceptance within the framework of White standards and values while 
working away from the village. The villagers do not seem to be particularly con- 
scious of receiving only partial acceptance in White social structure. Admittedly, 
this is something that might cause more of.a problem were the day-to-day con- 
tacts with Whites more extensive than they'are. Certainly such a problem does 
exist in the larger urban centers, like Nome, Kotzebue, and Fairbanks, where 
Eskimos lives in close contact with Whites all the year round. Most Point Hope 
men have seen that, given the opportunity, they can compete satisfactorily with 
White men from an economic standpoint. They belong to the same unions, are 
hired for the same jobs, and work together successfully with Whites. Since they 
return to the village at the end of the summer, they have little or no opportunity 
to experience anything but complete acceptance in White social structure. It is 
the author's impression that few individuals in the village are oriented in any 
way toward the outside world except with regard to employment. Their own prob- 
lems and position within the community occupy a place uppermost in their thoughts, 
and they are not concerned, overtly at least, with their relationship to an alien 
social structure. 


12. Margaret Mead, ed., Cultural Patterns and Technical Serie A Manual 
Prepared by the World Federation for Men a 8, » p. 264. 
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Like people in many parts of the world today, every Point Hoper is oper- 
ating within two separate and simultaneous economic systems, a money economy 
and a subsistence economy. Because of their contact with American culture, 
the villagers have acquired wants for which a cash income is required. At the 
same time, the bulk of their needs are satisfied by aboriginal subsistence ac- 
tivities, and by far the greatest amount of their time is spent in carrying out 
these activities. Although some families live close to the subsistence level, the 
goal of all families is to achieve a situation where a cash income supplements a 
livelihood based on subsistence activities. The possession of a cash reserve 
made possible, for the most part, by summer employment takes some of the 
uncertainty out of a subsistence economy, and at the same time, makes it possi- 
ble for them to enjoy the luxuries with which they have become accustomed 
through European and American contact. 


The following case studies have been chosen to illustrate the way in which 
Point Hope families have achieved or failed to achieve a balance between the two 
Simultaneous economic systems within which they operate. 


Family A, consisting of a man, his wife and four children, and his 
mother-in-law. The man is an excellent and indefatigible hunter whose success 
is partly due to the fact that he has the use of equipment that belonged to his 
deceased father-in-law. He is also the captain of a whaling crew that was 
formerly headed by his father-in-law. During the summers he works in Kotze- 
bue or Fairbanks and has worked at Cape Lisburne. Although a member of a 
building trades union, he is also qualified to do electrical work and plumbing. 
During his most successful summers, he has earned as much as $2,000. The 
family likes American foods and clothing and will buy them whenever money is 
available. Because the head of the family has good dogs and good equipment, 
there is always enough to eat even when cash is scarce. In addition, the aged 
mother-in-law receives an Old Age Assistance check every month. The family 
spends much of its cash income on luxury items, food and clothing, a radio, 
outboard motor, and sewing machine. Family A is a good example of a modern 
Eskimo family that is successful in utilizing all aspects of a rapidly changing 
cultural environment. 


Family B, consisting of a man about forty, his wife, and six children, is 
one of the most unsuccessful families in the village for a variety of reasons. 
The family head is in poor health and a mediocre hunter. Asa result, there is 
seldom enough to eat in the house, and the children are often poorly clothed. 
The man, who speaks good English, occasionally goes to Fairbanks in the sum- 
mer to work for a mining company, but invariably spends all his money and re- 
turns to the village with nothing. The family has been on relief many times in 
the past and lives at the bare subsistence level. The house contains no luxuries 
and is poorly maintained. The wife is sloppy and does not encourage her hus- 
band to be a better provider. This is a poorly adapted Eskimo family from an 
economic standpoint but is nevertheless fully integrated socially into community 
life. 


Family C, consisting of a man, age thirty-six, his wife, and four chil- 
dren, is unique in the village in that they live almost entirely on the income from 
a full-time job held by the man at the school. This family head is better educated 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 185 


than anyone else in the village and is well equipped to handle a job that often calls 
for making contacts with outsiders. His ability in this regard is recognized by 
the community, which has elected him president of the village council. This 
family enjoys the highest level of living in the village and always has plenty to 
eat, good clothes, luxuries, and is saving money for the purchase of a larger 
house. Because of his full-time job, the family head can hunt only on weekends, 
but is fairly successful as a hunter nevertheless, and of course is in a position to 
buy meat from other hunters. The family purchases heavily at the store and 
through the mail. Other families would like to live as this family does, enjoying 
the advantages of steady year-round employment, and yet having some time to 
pursue the local subsistence activities. 


Family D--The head of the family is responsible for the support of his 
wife, five children, two grandchildren, and a variety of affinal relatives. 
Fortunately, he is one of the best hunters in the village, being nearly always 
successful even when others fail. He has good hunting equipment, but the weight 
of his economic responsibilities keeps the family's standard of living from ever 
rising far above the bare subsistence level. Being a skilled union carpenter, 
this family head has the most successful summer employment record in the 
village, but the cash earned is barely sufficient to supplement local foods for 

the large number of dependents. 


Family E, consisting of a forty-year old man, his wife, and five children, 
isa sally Gikinehe of a family not well adapted to Arctic living because of the 
inefficiency of the family head. He works as hard as other men but generally 
has very little to show for his efforts. He speaks practically no English and 
therefore does not work outside the village. What little cash the family is suc- 
cessful in earning comes from housework that his wife does for the school 
teachers. In spite of this family's struggle to maintain itself at the bare subsis- 
tence level, the children are always adequately clothed, although not always 
adequately fed. This is a family that has not been successful in meeting the 
requirements of both a money and a subsistence economy. 


Family F--In contrast to Family E, this family represents an almost 
perfect cates of the two economies. The family head, a man of forty who 
supports his wife and three children, is fully aware of all employment oppor- 
tunities and never fails to take full advantage of his union membership. He in- 
vests most of his summer savings in capital equipment that increases his 
chances of being a successful hunter. This man represents the most successful 
type of younger Eskimo who is able to achieve success in both his own and an 
alien culture. It is these men who take full advantage of the economic possi- 
bilities of both cultures that are the successful Eskimos of today. 


Family G--This family comes as close as any to living on a strictly sub- 
sistence basis and almost entirely on local foods. The family head, who sup- 
ports a wife and five children, is an excellent hunter who works harder at 
hunting than anyone in the village. He speaks little English and does not work 
outside the village. Their home contains no luxuries, and the only items they 
purchase from the store are coffee, tea, sugar, milk, flour, deleaded gas, 
and ammunition. When cash is needed, the family head makes masks and ivory 
bracelets that he can sell to the store for credit. Since he is a good hunter, 
seal, polar bear, and fox skins also provide him with credit at the store. This 
family is traditionally oriented from an economic standpoint but is moderately 
successful and free from want because of the family head's skill as a hunter. 
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The above summary of economic conditions in selected fami'ies is not in- 
tended to give a complete picture of family economics, but rather to suggest cer- 
tain factors that influence the living standards of the village. Although the fac- 
tors affecting a man's ability to support his family are many and varied, there 
are two major qualifications for material success and well being in the village-- 
skill and perseverance in the subsistence techniques and the ability to take ad- 
vantage of seasonal employment opportunities. Neither one of these important 
economic factors is sufficient by itself, and a satisfactory combination of the two 
is indicative of the successful modern Point Hope family. 


VI 


In a paper concerned with the processes of culture change, Murphy and 
Steward13 point out that "the process of gradual shift from a subsistence economy 
to dependence upon trade is evidently irreversible, provided access to trade 
goods is maintained. It can be said, therefore, that the aboriginal culture is 
destined to be replaced by a new type which reaches its culmination when the 
responsible processes have run their course. The culmination point may be said 
to have been reached when the amount of activity devoted to production for trade 
grows to such an extent that it interferes with the aboriginal subsistence cycle 
and associated social organization and makes their continuance impossible. ''14 
In support of this point of view, the authors compare the acculturation process 
of two widely separated aboriginal peoples, the eastern Montagnais of Canada 
and the Mundurucu of Brazil, for the purpose of showing that "the displacement 
of aboriginal crafts by commercial goods better suited to local needs, both old 
and new, inexorably led to increased dependency of the people upon those who 
furnished these goods, and therefore, to a greater involvement in economic pat- 


terns external to their own culture. "15 Both groups went through a period of 
“marginal involvement" when external economic activity, in this case trapping 
and rubber collecting, was secondary to traditional subsistence, then a "'transi- 
tional" phase, when there was a further displacement of subsistence activities 
and a greater need for trade goods, and finally a period of "convergence and 
culmination" when the external economic activity was predominate. 16 


Although the present Point Hope economy involves wage labor, rather than 
the barter of wild products in the environment, certain interesting similarities 
with the process of culture change described by Murphy and Steward can be ob- 
served. An increased desire for trade goods at Point Hope has led to an indirect 
dependency upon those who furnish these goods to a greater involvement in 
economic patterns external to the culture. An early shift in village economy in- 
volved the trapping of foxes and would have had serious implications for the 





13. Robert F. Murphy and Julian H. Steward, "Tappers and Trappers: 
Parallel Process in Acculturation," this journal, Vol. 4, No. 4, July 
1956, pp. 335-355. 
Ibid. , p. 336. 
Ibid. , p. 345. 


Ibid. , pp. 348-49. 
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subsistence base had it persisted. The trapping activity took men away from 
the village for long periods of time and resulted in a shift to hunting animals 
that had no food value. Like the Montagnais, the Point Hope hunters killed less 
game for meat and therefore became increasingly dependent on the exchange of 
skins for food. Had it not been for the sudden decline in fur prices during the 
1930's, the Eskimos would have been involved in acculturation processes closely 
paralleling those of the Montagnais and Mundurucu. An even earlier economic 
development of a similar nature concerned the trading of baleen to the commer- 
cial whaling vessels at the close of the nineteenth century. If the high price of 
baleen had been maintained, it is possible that an almost complete dependence 
on the trader would have been established at a relatively early date, even though 
whales can only be taken during a limited period of each year. 


Thus we have seen that two early attempts on the part of the Point Hope 
Eskimo to obtain trade goods through the barter of wild products came to naught 
because of a sharp decline in the demand for the product. In recent years the 
villagers have been able to satisfy their increasing desire for western manufac- 
ture by working for wages outside the village. However, for reasons that have 
already been examined, they are at present only marginally involved in a wage 
economy. In this respect, the situation parallels the earliest phase of culture 
change among the Montagnais and Mundurucu. Concerning this phase, Murphy 
and Steward write that "work in the rubber avenues in the latter half of the 
nineteenth century did not upset the annual subsistence cycle of the Mundurucu 
as much as might be expected. Whereas many people had formerly left their 
villages during the dry season to hunt and fish along the streams, they now left 
to collect rubber... The necessity to provide all their own subsistence limited 
the rubber collecting season to three months... This parallels closely the 
earlier phases of Northeastern Algonkian fur production, when the Indians' need 
to obtain their own meat supply by aboriginal cooperative techniques limited fur 
production. .. "17 


The present day Point Hopers, like the nineteenth century Mundurucu, 
have restricted their participation in an external culture pattern to that period 
of the year when they can most afford to take time off from providing for their 
own subsistence by traditional methods. During their later history, however, 
the Mundurucu became increasingly involved in rubber collection until it be- 
came more important to them than aboriginal subsistence methods. While it is 
possible that a similar development will take place in the Point Hope economy, 
the logical culmination of the acculturation process is almost certain to be 
greatly retarded by the fact that employment outside the village is readily avail- 
able only during the summer months. Nearly all construction closes down dur- 
ing the long, cold winters, and at present, there is nothing to tempt the villagers 
to migrate to the larger urban centers. 


We have seen that at present the Point Hope Eskimo are marginally in- 
volved in a wage economy, an external culture pattern that represents an addi- 
tion to the aboriginal culture core. Since the culmination of the acculturation 
process has not yet come, it is interesting to speculate on the nature of the next 
stage of development. It seems likely that that process of culture change at 
Point Hope will follow a pattern related to that described by Murphy and Steward 





17. Ibid, p. 344. 
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for the Montagnais and Mundurucu. However, certain differences inherent in 
the local situation will be important. From an economic standpoint, it is 
probable that any great changes that the future holds for Point Hope will come 
from outside the village and will represent situations over which the villagers 
have little or no control. The fact that at present villagers seek outside em- 
ployment only during the summer months has created a community that is 
existing in a state of balance between urban and village life. There is much to 
bind the Point Hoper to his village, and it is likely that this situation will con- 
tinue for some time. However, the future of the village appears to depend to 
some extent on the future of government construction plans and other factors 
that are responsible for the present inflated economic situation in Alaska. The 
desire and need for a cash income is well established at Point Hope, and if the 
time should come when summer employment no longer satisfies these needs, a 
movement of people from the village to urban centers can be expected. Pre- 
dominate wage work and the purchase of food would not be compatible with 
village life as it is now known. The Point Hopers, like most rural people every- 
where, depend on their own small community for the satisfaction of their major 
wants. When the point is reached where residence in the village leaves too 
many wants unsatisfied, the community will begin to disintegrate. The continued 
importance of the traditional subsistence economy has been mainly responsible 
for preventing this development. 


It is necessary to consider other factors that may have an important 
bearing on the future of the village. Of considerable significance in this respect 
is the problem of health and disease. Doubtless the most unfortunate effect of 
the late nineteenth century contact between the Eskimos of northwest Alaska and 
the American commercial whaling vessels was the introduction of European 
diseases that took a frightful toll among people to whom they had been previously 


unknown. It seems safe to say that the population of the entire Arctic coast was 
depleted by one-half as a result of these diseases. Influenza and tuberculosis 
took by far the greatest toll of lives, but other diseases, such as measles, 
mumps, whooping cough, and syphilis, were also prevalent. The decline in 
population in most villages seems to have continued until about the turn of the 
century, after which the population was stabilized and has been slowly increas- 
ing. The records of St. Thomas Mission at Point Hope show that in the decade 
between 1891 and 1900 there were a total of 93 births and 123 deaths, nearly half 
of which were under eighteen years of age. In the decade from 1931 to 1940 there 
were 110 births and only 86 deaths. However, in every decade between 1891 and 
1940, more than half the deaths occurred in the under eighteen age group. The 
population increase is likely to continue, as the birth rate remains high and 
medical care has improved in recent years. 


The causes of death and the ages at which it occurred at Point Hope for 
the period from January 1948 to August 1956 are shown in the following chart as 
compiled from St. Thomas Mission records. 
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Causes of Death Deaths by Ages 


Accident Infants (to one year) 
Tuberculosis 1 to 5 years 
Respiratory Infections 6 to 20 years 

Heart Ailments 21 to 40 years 
Cancer 41 to 65 years 
Stillborn 66 years and up 
Pneumonia 
Measles 

Blood Poisoning 
General Decline 
Unknown 





Total 
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It should be kept in mind that causes of death are listed by the missionary and do 
not represent a professional opinion. It is likely that many more deaths can be 
attributed, either directly or indirectly, to tuberculosis, including those listed 
as "respiratory ailments.'' Tuberculosis has been an important cause of death 
ever since records were kept, and in 1956 nearly fifty percent of the population 
had either active, inactive, or arrested tuberculosis. 


Sanitary conditions and general village health are fair, but there is much 
room for improvement. Public health programs in the area do not stress educa- 
tion, and as a result the people are largely ignorant concerning hygiene and 
health preservation; nor do they fully understand the relationship between dirt 


and disease. Public health improvement in the village will be a large task, and 
it would seem that large amounts of money spent for the purpose will not be 
profitable until an effective program of health education is instituted. 


Although some Alaskan villages depend heavily on welfare and relief pay- 
ments, such is not the case at Point Hope. In 1956 there were thirteen individuals 
receiving Old Age Assistance at a total cost of $880 per month, or slightly more 
than $67 a month per person. Five families were receiving Aid to Dependent 
Children at a total cost of $432. A certain monthly payment is fixed for each 
child, and to be eligible the head of the family must be incapacitated for work. 
This form of assistance is particularly valuable to widows and to families 
where the husband and father is in a sanitarium. Unwed mothers are also 
eligible if the father cannot be determined and there are no other male members 
of the family who can assist in the support of the child. In 1956 there were no 
persons in the village receiving Aid to the Blind. 


The Bureau of Indian Affairs formerly maintained a relief of destitution 
program that allowed destitute individuals to obtain supplies of various kinds 
from the village store and repay by doing work for the school. Payment could 
also be taken from old age or other assistance checks. Assistance was also 
given to sick people and others who were in need but who had no prospects of 
being able to make a repayment. This relief of destitution program has been 
discontinued in recent years. 
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The amount of welfare assistance coming into the village every year is 
not great, and the number of people depending entirely upon it is small. How- 
ever, it should be pointed out that in families where there is an old person, 
often a large number of people will benefit indirectly from the monthly Old Age 
Assistance check. Old Age Assistance has greatly strengthened the position of 
old people, who formerly were dependent entirely on their relatives for support. 
Similarly, the position of widows has been greatly improved by the payment of 
Aid to Dependent Children. Formerly young widows were entirely dependent 
upon the charity of their relatives and usually returned to their parents' homes 
after their husbands died. The existence of Aid to Dependent Children has made 
it possible for them to set up and maintain independent homes. 


Aside from a shift in economic emphasis, perhaps the most important 
factor that could influence the future of the village is the increasing number of 
young people who are leaving the community to attend the high school operated 
by the Bureau of Indian Affairs at Mt. Edgecumbe, Alaska. It is too early to be 
able to tell what percentage will be returning to the village and what problems 
of adjustment they will have to make. It seems likely, however, that many 
Edgecumbe graduates will not return, unless there is no alternative, since the 
trades taught at the Bureau of Indian Affairs school are not trades that can be 
practiced in the village. Young women trained as practical nurses or secre- 
taries will find returning to the village a dull routine without hope of employment 
and a life devoid of the refinements with which they have become familiar while 
away from home. Young men, presumably, could return and take their places 
as village hunters. However, one male informant told the author that after 
having been away from the village for nearly six years, during which time he 
completed the industrial course at the Bureau of Indian Affairs school formerly 
located at Eklutna, he found himself completely unprepared to make a living in 
the traditional Eskimo manner and was having a difficult time until he secured 
employment in the village store. It therefore seems likely that as more young 
people leave the village to complete their education and become more oriented 
toward a money economy, they will become correspondingly disoriented from 
village subsistence activities and will seek economic opportunities away from 
the village. 


Summary and Conclusions 





We have seen that the Point Hope Eskimo, after early and unsuccessful 
attempts to exploit the environment for purposes of trade, have achieved a suc- 
cessful combination of traditional subsistence and wage economies that allows 
them to retain their aboriginal methods of obtaining food and satisfy the wants 
that have been created by contact with the outside world. Although the social 
structure has been weakened to some extent, the village has maintained its 
cohesiveness and is in no danger of disintegration in the near future. However, 
it has been pointed out that an increased dependence on wage labor would not 
be compatible with village life. The fact that the present form of education 
available to village young people does not prepare them for life in the village 
is another potentially disruptive force. 
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In conclusion, it should be pointed out that village organization at Point 
Hope today is essentially forward-looking. Elected village officials have em- 
barked on a program of civic improvements and appear anxious to achieve for 
the village as high a standard of living as possible. This point of view is 
enthusiastically supported by a great majority of the villagers. There is a 
minimum of village factions, and those that exist are based on a conflict of 
personalities rather than of ideas. There is no strong group in favor of the 
past--people talk about the "good old days, '"' but no one wants to return to them. 
The community has its collective eye on the future and is anxious to make the 
best of the many opportunities that have come its way in the post-war world. 
This strong sense of village solidarity is the best protection against an uncer- 
tain future. 








"INDUSTRIALIZATION, LABOR CONTROLS, AND DEMOCRACY:" 
A COMMENT 


Robert Freedman 
Colgate University, Hamilton, New York 


In his provocative article, 1 Professor de Schweinitz has raised one of the 
most interesting and important issues arising from the headlong flight of under- 
developed areas toward industrialization. The problem, over which the author 
is none too sanguine, is whether political democracy is compatible with economic 
growth under modern conditions. My purpose is not a detailed critique of a ten- 
tative report of obviously first-rate research. But I intend to sketch and criticize 
what I believe to be the central core of argument, particularly by illuminating its 
assumptions. 


The author's central argument is that political democracy means strong 
trade unions; strong trade unions redistribute income from profits to wages; 
laborers have a higher propensity to consume that entrepreneurs; ergo, savings 
decline, consumption rises, and accelerated investment rates are rendered im- 
possible. What is the evidence that trade union actions constitute a problem ? 
The history of the economic development of England, the United States, and 
Germany indicates that during the early industrial revolution (presumably during 


periods of more rapid economic growth than now prevail) trade union action was 
restricted, though not prohibited. Freedom of action was permitted later only 
when industrialization was well advanced. In the USSR, however, trade unions 
in the Western sense were never permitted to develop because low wage rates 
and consumption were necessary to provide high rates of saving for rapid devel- 
opment. 


By analogy, it is argued, the underdeveloped world now is willy-nilly in 
the position of the USSR of the 1920's and 1930's for three reasons: (1) the cost 
of investment has risen; (2) the "gap" between the developed and underdeveloped 
world has grown, requiring greater effort; and (3) the "demonstration effect" has 
put added pressure for a diversion of scarce resources to immediate consump- 
tion. 


My disagreements with the author are threefold and can be classified as 
methodological. (1) A logical statement about the relationship between consump- 
tion and investment is turned into an empirical one about the actions of organized 
wage earners. (2) There arises the question of what stands for evidence re- 
specting the necessary treatment of trade unions by studying the historical rec- 
ord. Also, certain statements are made which either are not empirical but are 
intuitive, or are empirical but subject to other interpretations than those given. 
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(3) Finally, there appear to be inferences for public policy based on unwar- 
ranted assumptions as to what is necessary for the development of democracy. 


(1) The logical statement is that consumption and investment are an- 
tagonistic: the greater the consumption, the smaller the investment. The em- 
pirical consequence, according to the author, is that a diversion of income to 
wage earners necessarily means higher consumption. There are several un- 
stated premises which give this plausibility. In the first instance, there are 
many wage earners and few profit takers; consequently, larger consumption ex- 
penditures inevitably follow. This is supported by the implied premise that 
wage earners will insist on improving their situation. It is also supported by 
the author's allegedly empirical statement concerning the "demonstration ef- 
fect. "' Another assumption is that trade unions, for the reasons given, will 
push for higher immediate gains without regard to long-range national policy. 
This is why trade unions must be curbed, and herein lies the threat to 
democracy. 


The problem here is whether the propositions laid out above follow from 
the tautological relationship between consumption and investment. Once this 
point is made, it will be time to turn to problem (2), which is whether the 
author's evidence can support these hypotheses which I claim are subject to 
other interpretations. 


To illustrate the logical problem, let us caricature the more probable 
situation found in an underdeveloped country. My purpose will be simply to 
show the logical possibility that increased total consumption does not auto- 
matically follow from increased wages. 


Let us argue that while trade union leaders are interested in the status 
and power of their membership, that they also are patriotic, selfless, incur- 
ruptible, intelligent, vitally concerned in the economic growth (do not discount 
the future too greatly), and devoted to democracy. Let us postulate that the 
reins of political power are tightly held by landed interests whose priraary 
concern is protection of its own prerogatives, low taxes, and high consumption 
standards in foreign resort areas. Let us further assume that high status re- 
quires not industrial wealth but large land and cattle accumulations. Also, let 
us postulate this class to be without virtue or scruple and totalitarian to boot. 


Under these circumstances income distribution to wage earners, grant- 
ing the "demonstration effect, '' might go to schools, housing, hospitals, edu- 
cation, high nutritional standards, and insurance policies. By what logic is it 
required that the working man, particularly the organized working man, pur- 
chase beer, cigarettes, and luxury imports? Perhaps enhanced income and 
power will lead to better government, an incentive tax system, the improve- 
ment of worker morale and production, the confidence of foreign governments 
and private foreign investors--ad infinitum. My point is simply that there is 
nothing in the logic of Y = C +I that requires a particular distribution of income. 
If "I" is to grow at the expense of 'C"', what is required is an ethic or ideology 
plus the proper institutional framework. I am not even trying to deny that ''C" 
might rise in a laboristically oriented country, but only that it is not logically 
inevitable. 
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This raises one more point. Certain ambiguity surrounds the term "'con- 
sumption. '' Somehow, we tend to see consumption expenditures as being the im- 
mediate using up and destruction of a good--eating an apple, for instance. But 
I chose my examples--schools, hospitals, education, etc. --deliberately to indi- 
cate that many of the items which laborers are likely to purchase may not be 
consumer items at all, but expenditures which improve "human capital."" Even 
better eating can be productive or "capital-forming" if disease and absenteeism 
decline. 


The above is not meant to imply that I think that the distribution of income 
is a matter of indifference. For growth, income needs to be directed to those 
who will invest. It is not too clear, a priori, which classes will invest more 
wisely or in the proper amounts. 2 


(2) My second point at issue with the author is that he has not offered 
"proof" that trade unions must be restricted. 


His position depends upon an interpretation of the historical record. But 
this record turns out to be, for the Western world, a recitation of the "fact" that 
unions were legally discriminated against. In the case of the Soviet Union, the 
author provides a theory of why trade unions were restricted, which somehow 
hardens into proof that such restriction was necessary. Obviously the "fact" 
that unions were discriminated against does not prove that it was necessary, 
any more than a theory of why a totalitarian regime prohibited free unionism 
turns that fact into a necessary condition of growth. What the author wants to 
say is that a diversion of funds from consumption to investment is necessary. 
One may well argue that many underdeveloped countries have much of their in- 
comes diverted to the holders of oil bearing lands, landlords, and hereditary 
nobility. It would be just as logical and more defensible as an empirical asser- 
tion for many areas to speak of restricting the renter classes. 


Now to turn to some partly empirical propositions whose interpretation 
I wish to challenge. First, let us say something of the "demonstration effect" 
which is, according to the author, so powerful a stimulus to trade union de- 
mands and upon which the following two empirical observations depend. Asa 
theory, it is a generalization of the Duesenberry hypothesis about the consump- 
tion habits of families; namely, that the relative rather than the absolute in- 
come position determines consumption expenditures. As families rise in the 
income scale because of increased income, their consumption also rises. But 
should their income decline, consumption will remain high in an effort to main- 
tain an achieved consumption status. Why is the consumption function irrever- 
sible? Because lower income groups like to emulate the consumption habits of 
upper income groups. By analogy, workers in underdevelcped countries will 
try to emulate the consumption patterns of advanced countries and will pre- 
sumably attempt to use all income gains for immediate consumption purposes at 
the expense of investment. To assert that this principle is inoperative for under- 
developed nations vis-a-vis advanced ones, is only to argue by analogy. No evi- 
dence is offered by the author or by Nurkse, who adopted it to prove that this is 





2. See Benjamin Higgins, Economic Development, New York, 1959, p. 482. 
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so. The imports of many underdeveloped countries are made up largely of food- 
stuffs and raw materials, which does not support this hypothesis. 3 Also, con- 
sumer goods industries do not seem to have proliferated as incomes have risen 
in underdeveloped areas. 


Another argument made by the author in support of the thesis that trade 
unions must be curbed in the interests of high levels of savings is that advances 
in technology during this century have increased the "costs" of investment. For 
this reason, it was easier to industrialize in the nineteenth century. There is 
no evidence that the "cost" per unit of output has increased, even though capital 
has probably become more expensive where "roundaboutness" or capital inten- 
sity has increased. Undoubtedly the high incremental capital-output ratio ob- 
served for the United States and other non-developed countries in their early 
stages, as compared with the present, leads to the assumption that investment 
needs to be proportionately greater for underdeveloped countries than for de- 
veloped ones. The reason would be the need for expensive overhead capital in 
the early phases of development. Higgins believes that the data are not conclu- 
sive on this point. The Philippines, some Iron Curtain countries, 4 and probably 
Communist China, India, and Pakistan (all underdeveloped and all rapidly grow- 
ing) have low incremental capital-output ratios. Again, it appears to this writer 
that the assertion that investment now costs more is unproved. 


Finally, there is the question of whether the "gap" between developed and 
underdeveloped countries is growing; and if so, what are its consequences for 
our problem. Kuznets concludes that in the last fifty years the "gap" has in fact 
increased both absolutely and per capita. This fact has no special meaning for 
union activity if the "demonstration effect"' is an illusion. Without it no spec ial 
pressure for increased consumption would appear. Attempts to close the "gap" 
rapidly would either increase pressure on living standards or at least lead to 
attempts to syphon off gains in real income to the entrepreneural class. Trade 
unions would be expected to resist pressure on living standards and try to share 
any income gains. Here again we founder on questions of fact. How will trade 
unions act? That depends on many factors which would differ with different coun- 
tries, traditions, circumstances, etc. , and is not subject to generalization. 
Trade unions would be expected to protect the worker's interest, but to what 
degree? In sum, there is no theory or experience which answers the questions 
of how strong a free trade union would be, what its course of action would be, 
or what the non-governmental resistances to union demands would be. Once the 
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theory of the "demonstration effect" is challenged, unusual consumption pressures 
disappear, and with it disappear the special problems which free trade union ac- 
tivity are alleged to engender. 


It is entirely possible that a rapidly growing economy would be able to 
share some part of its increased income with the working class, as appears, for 
instance, to be true of China. Small increases in real income without the "dem- 
onstration effect" with which to contend may not simply placate the working class 
but enlist its enthusiastic support. This is at least a logical possibility. 


(3) It is now time to turn to the author's tentative and somewhat ambiguous 
conclusions regarding the relationship between free trade unions and democracy. 
At one point he says, "It is difficult to conclude that working class institutions by 
articulating the goals of the working population had something to do with the 
emergence of political democracy."' What is the relationship between free trade 
unions and democracy is not worked out. The statement is simply consistent 
with the historical fact that although the working classes supported reform in 
nineteenth century England, they themselves benefitted directly very little from 
reform. 7 The growth of democracy probably owes more to the requirements of 
the industrial middle class, the philosophy of the enlightenment, and the growth 
of humanism than to pressures of the working class. 


A more significant issue would be whether control of the labor movement 
means as a corollary the general denial of political and civil liberties to the 
working classes. A society may be democratic without the freedom to bargain 
or invest so long as those who give up these rights participate in the political 
processes in which such decisions are made; so long as the possibility remains 
for a reversal of policy; and so long as majoritarianism is preserved. 


In sum, my argument is this: there is nothing in the historical record 
or in the theory of democracy which makes unhampered trade unionism the 
sine qua non of democracy. Trade unions may be important, but need not be 
decisive vehicles of working class interests or economic reform. Indeed, to 
the extent that unions hinder growth and cause instability, their freedom may 
be destructive of democracy. Empirically there is no evidence on which one 
can generalize either about the probable behavior of trade unions or about their 
consequences for democracy in rapidly industrializing societies. 


The danger of the kind of generalizations which appear to flow from 
Professor de Schweinitz's analysis is that they will be used for purposes of 
public policy. My main objection to his analysis is that it is premature to 
conclude that trade unions must be curbed or, more important, that democracy 
must be abandoned in the interests of economic growth. I do not say that the 
author so concludes, but it does seem to follow from the analysis. Nor does it 
follow that trade union restriction is the same thing as a curtailment of de- 
mocracy. My opinion is that this subject does not lend itself to generalization. 
Each country and circumstance differ. The democratic impulse is far too com- 
plex and is too widely varied to be dependent for its sustenance on a single in- 
stitution. 





7. F. G. Marcham, A History of England, New York, 1937, pp. 721. 











"INDUSTRIALIZATION, LABOR CONTROLS, AND DEMOCRACY:" 
A REJOINDER 


Karl de Schweinitz, Jr. 
Northwestern University 


Professor Freedman's healthy respect for the complexity and endless 
variety of social and political institutions has led him to question the very ten- 
tative generalizations I recently made in this journal regarding labor controls 
and democracy curing industrialization. He does not believe the subject lends 
itself to generalization. When therefore I used economic concepts in an analysis 
of what I considered the relevant historical and institutional data, he suspected 
that I did violence to the latter, fitting them into an a priori model which over- 
looked more valid explanations of the issues at point. ve correctly inter- 
preted Professor Freedman's methodological criticism, I must plead guilty as 
charged, at least in part. I most assuredly tried to interpret these data in light 
of certain prerequisites of economic growth. Without such criteria I would be 
hard pressed to make my way through the maze of history. 


An a priori methodology, however, does not necessarily lead to the rigid 
interpretations that Professor Freedman ascribed to me. Nowhere in my arti- 
cle did I say that the democratic impulse depends "for its sustenance on a single 
institution," or that "unhampered trade unionism is_ the sine qua non of 
democracy." I argued that, in the industrialization of the western world in the 
nineteenth century, labor unions and labor parties developed as relatively 
autonomous vehicles for articulating the discontent and dissatisfaction engen- 
dered among workers by economic growth, and that these institutions were 
instrumental in inducing non-democratic political leaders to make themselves 
accountable to larger groups of citizens by extension of the franchise. I then 
suggested that the historical circumstances surrounding the development of the 
labor movement in the nineteenth century may have been unique, and that in 
countries undertaking industrialization today the exigencies of growth may pre- 
clude the rise of an autonomous labor movement. This is not to say that 
democracy cannot develop in these countries, or that non-economic factors are 
unimportant in the outcome. It is to say, however, that if democracy does 
emerge, it is not likely to be patterned on the 19th century western model. 

This is not a particularly bold statement, but one worth making, I believe, in 
view of widely held presumptions about the universal potential of western 
democracy. 


As for Professor Freedman's specific criticisms, I can best take them 
up in the order he made them. (1) I certainly agree "that there is nothing in 
the logic of Y = C +I that requires a particular distribution of income." 
Economic growth necessitates the allocation of resources to those individuals 
who will invest them in productive enterprises. I argued that the consumption 
of wage goods must be restricted in order to release resources for investment, 
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and that such restrictions might have to be more severe the more a demonstra- 
tion effect transmitted the consumption standards of an advanced economy to an 
economy in the early stages of growth. Professor Freedman suggests that it is 
possible that the demonstration effect "might go to schools, housing, hospitals, 
education, high nutritional standards, and insurance policies, '' expenditures 
which improve “human capital" and therefore increase labor productivity. This 
is indeed a possibility, but it does not change the nature of the problem. Ina 
capital scarce economy, resources so allocated reduce the volume of resources 
available for the construction of industrial facilities and equipment and inhibit 
the rate of growth of output. I should like to believe that this is not so, but on 
the basis of the historical experience of the developed economies I have little 
reason to be optimistic about the chances of simultaneously maximizing invest- 
ment in welfare and growth projects. Something has to give. If at the outset of 
industrialization workers demand a higher standard of housing and community 
services, they may jeopardize the investment surplus on which future growth 
depends. 


(2) I would be the first to admit that I have not proved that the labor 
movement must be restricted in the interests of economic growth. I have merely 
put forward a hypothesis to that effect and have indicated my reasons for believing 
that it might be valid. I have drawn upon historical evidence from western ex- 
perience in the nineteenth and twentieth centuries in the hope that it may cast 
some light upon the labor problem confronting the contemporary underdeveloped 
economies. But the returns, obviously, are not yet in, and the refutation (not 
the proof) of my hypothesis must await the march of events. If I turn out to be 
wrong, the concepts I have used and the assumptions I have made--the demon- 
stration effect, the restriction of consumption to maximize investment, for 
example--will have misled me. In the meantime, however, they seem useful 
for the difficult and perhaps impossible task of anticipating the course of politi- 
cal and economic processes. 


(3) Professor Freedman feeis that I have placed too much importance on 
the independent labor movement--unaccountably he writes trade unions here--in 
the development of democracy, which, he suspects, "owes more to the require- 
ments of the industrial middle class, the philosophy of the enlightenment, and 
the growth of humanism." Though I am not sure how variables such as these 
should be weighted, I am inclined to agree with him on intuitive grounds. But 
my paper was concerned with the labor movement and economic growth and not 
the philosophy of the enlightenment or growth of humanism. If I had considered 
these non-economic factors, my conclusions might well have been even less 
palatable to Professor Freedman than the equivocal conclusions of the paper 
under review. For to the extent that the traditions of humanism and individual - 
ism are lacking in the underdeveloped economies, the democratic potential con- 
tained in an independent labor movement is likely to remain stillborn. 


Finally, I should like to point out that while Professor Freedman's fears 
of the policy implications of my analysis may not be wholly illusory, they cannot 
be the occasion for abandoning the effort to comprehend the issues. Unlike the 
physical sciences, the social sciences labor under a special onus--their findings 
may influence the conduct of the subjects being investigated. This undoubtedly 
imposes special responsibilities on social scientists, but surely does not require 
them to give up social science. 





UNIONS AND ECONOMIC DEVELOPMENT 


Adolf Sturmthal 
Roosevelt University, Chicago, Illinois 


Is there on balance an advantage or a disadvantage for a nation to be a 
late-comer in the process of industrialization? This question has been, in re- 
cent years, the subject of extensive and unresolved debate among economic his- 
torians. One of the most interesting sub-topics of this argument is that of the 
role of unions in economic development. Some of the pioneer countries in the 
process of industrialization--England, France, the United States, the North- 
German Confederation--succeeded in delaying the emergence of effective unions 
for some time by legislative, administrative, or judicial devices. The Combi- 
nation Acts in England, the "Loi Le Chapelier" in France, the "criminal con- 
spiracy" doctrine under the common law in the United States, the suppression of 
any effective workers' combination in the North-German Confederation, and the 
anti-Socialist laws of Bismarck are examples of this phenomenon. What has been 
called the "'take-off'' period was, as a consequence, in these countries, relatively 
undisturbed by aggressive unions. Late-comers, however, find themselves in a 
world in which unionism is increasingly regarded as an essential attribute of a 
modern democratic society. They are therefore confronted with what appears 
as a choice between permitting some measure of effective unionism and delay- 
ing economic growth, or suppressing democracy altogether for the sake of 
maximum development: they have to adopt permissive or totalitarian methods 
of dealing with labor unions, in the words of Karl de Schweinitz. | 


Expressed in more general terms, the problem is that of fitting labor 
unions into the process of economic development in its early stages. It is only 
in the latter period, when there is not yet a "bargaining margin" of national in- 
come available, that the problem presents itself with the pessimistic connota- 
tions often presented. Stated very simply, the problem is this: unions funda- 
mentally favor consumption; economic development requires keeping aggregate 
consumption down in order to free resources for investment. Effective unions, 
whatever else they may do, thus tend to delay, reduce, or prevent altogether 
the growth of investment. If maximum growth is to be obtained, they must be 
suppressed by totalitarian methods and replaced by bodies which, in the guise 
of labor unions, are in fact agencies of a growth-conscious government rather 
than representatives of the workers. This is the price at which high rates of 





1. "Inductrialization, Labor Controls and Democracy," this journal, vol. 
VO, No. 4, July 1959. Similar conclusions are arrived at by John 
Dunlop, "The Role of the Free Trade Union in a Less Developed Nation," 
American Labor's Role in Less Developed Countries, Report on a Con- 
ference held at Cornell University, October 12-17, 1958, Ithaca, N. Y., 
no date. 
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economic growth can be secured. While milder forms of control may sometimes 
suffice, their very mildness will at least slow up the process of growth. The 
dangers which effective unionism involves for economic growth are, in this 

view, fundamentally so great, that where industrialization calls forth "too strong 
a protest for the security of growth objectives, '' governments will turn away from 
"permissive" controls of the labor movement. Totalitarianism becomes the re- 
quirement for economic development, since high growth rates frequently engen- 
der strong or revolutionary labor protest. 


There is no claim, as far as I can see, that this outcome is inevitable, 
but the implication is clear that the establishment of totalitarian controls is 
more probable in the world today than that of permissive control systems. In its 
sophisticated version this theory does not attempt to describe the totalitarian 
system as one pole and a "democratic" solution of a perfectly "free" labor move- 
ment as the alternative. For labor protest must be controlled under all cir- 
cumstances in early economic development and the problem is only the degree 
to which it must be subdued and the forms in which this is done, without endan- 
gering economic growth. But the significance of these differences in degree, 
and the way in which the solution of this problem affects all our lives, are ob- 
vious. 


An attempt to escape from this dilemma is represented by Asoka Mehta's 
paper on ''The Mediating Role of the Trade Union in Underdeveloped Countries. "2 
While taking the existence of unions for granted and conceding that they are de- 
sirable, Mr. Mehta looks for assignments for them that would interfere as little 
as possible with the requirements of rapid economic growth. This approach may 
be called that of a social engineer trying to fit unions into the mechanism of 
early economic growth so as to make them as harmless as possible. The ques- 
tions left unanswered in my mind are whether genuine unions could be restricted 
over the long run to such limited tasks without being kept down by sharp con- 
trols, and whether, if existing unions were forced to accept such limitations, 
new workers‘ organizations would not arise to attempt to satisfy the demand for 
higher living standards. 





Another method of investigating this problem is presented by Walter 
Galenson in the introductory chapter to a volume, Labor and Economic Develop- 
ment. 3 His method is essentially the comparative analysis of what the various 
case studies presented in the volume show to be the common labor problems of 
early industrialization. This list contains a wider range of issues than merely 
that of establishing the place and function of labor unions in the "take-off" period. 
Problems of the formation of an industrial labor force, its training and commit- 
ment to industrial work, the nature of labor-management relations, are included 
in the scope of these studies; but the essential problem is that of trade unionism, 
and the main feature of Galenson's and his contributors’ approach is realism. 








2. This journal, vol. VI, No. 1, October 1957. 


3. Walter Galenson, ed. , Labor and Economic Development, New York: 
John Wiley and Sons Inc. , 1959. The volume contains chapters on India 
(Charles A. Myers), Japan (Robert A. Scalapino), Egypt (Frederick H. 
Harbison), French West Africa (Elliot Berg), the British West Indies 
(William H. Knowles). 
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In a developing economy, sooner or later, a trade union movement will emerge. 
What are its characteristics ? 


Probably the most reliable prediction that can be made is that these labor 
movements will not behave like US unions. For business unions of the American 
type to arise conditions must exist that are unlikely to occur in underdeveloped 
areas. Among them are relatively high and fairly rapidly rising incomes, so 
that labor-management conflicts are mainly concerned with the distribution of 
the yearly increment of the national product rather than with shifts in the shares 
of different social groups in a given national income. A relatively static national 
income is, however, precisely the typical situation in underdeveloped countries, 
and even when national income grows, little of the increment is available for con- 
sumption if growth is to become cumulative and self-perpetuating. Another con- 
dition for the presence of business unions is the acceptance by the great majority 
of the workers of the social and political fundamentals of the society in which 
they live. In the nineteenth century this condition was only rarely met. Even 
British labor ultimately rebelled against the class stratification of the traditional 
society, in spite of its relatively greater elasticity than that of most continental 
European countries. Only in the United States, of all major countries, has 
there been for a long time a sufficiently large measure of social acceptance of 
manual labor to permit the full flowering of business unionism. In a few coun- 
tries, class stratification and discrimination were widely accepted as God- 
ordained. Since World War II, however, in most areas of the world, where 
social and, even more, political discrimination against manual labor exists, it 
is felt by intellectuals and workers to be unbearable and wholly unjust. The re- 
moval of discriminatory institutions is one of the principal assignments of the 
labor movement. The American labor movement, arising in a country of labor 
shortage and finding its definitive form long after the Jacksonian era, could de- 


vote itself wholeheartedly to a narrow range of economic problems. Most of the 
labor movements that now come into being in the underdeveloped countries de- 
vote a good deal of their attention to the establishment of a higher degree of so- 
cial and political equality. Economic advancement is not neglected, but it is felt 
to be dependent upon the achievement of progress in the struggle against dis- 
crimination; or else both economic and social advances are regarded as two 
related fronts in the same war. 


Expressed in different terms: labor movements have served in the past 
as instruments for the attainment of different ends--economic, political, and 
social. A glance at the evolution of the American labor movement from the 
labor parties of the 1820's and 1830's to the AFL-CIO indicates far-reaching 
changes of objectives. The search for the one "successful" pattern of labor 
action which has been one of the main themes of left-wing debates for many years, 
appears, in the light of these considerations, as a particularly misleading, mis- 
chievous, and meaningless endeavor. The recognition of necessary diversity is 
the beginning of a real understanding of what the labor movement is about. 


Thus from the angle of US experience, political unionism or unionism 
with an elaborate--and usually radical ---political ideology has usually been re- 
garded as a weak and ineffective form of labor action subject to dissensions and 
involved doctrinal quarrels. Yet there is hardly a single labor movement in an 
underdeveloped country which is apolitical and carries as small an ideological 
freight as American labor. American labor has traditionally kept intellectuals 
out of its ranks; indeed, its anti-intellectual bias has been one of its most 
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conspicuous traits--even though in that respect it is not as unique as in its almost 
singleminded concentration on collective bargaining. Labor movements arising 
in the early phase of industrialization, on the other hand, are almost always led 
by intellectuals and most often created by them. Indeed, given the low educa- 
tional level of the workers, the discrimination to which they are exposed, and 
frequently, their own lack of self-confidence, it is almost inevitable that "out- 
side leaders" be at the head of the movement for long periods. 


Any attempt to reshape the labor movement during the early phases of in- 
dustrialization after the pattern of one movement in one country of highly advanced 
industry with an almost unique political and social history and a long tradition of 
labor shortage is thus bound to fail. All efforts to influence these movements 
and to keep them out of Communist control must allow for their being funda- 
mentally different from the American labor movement, if these efforts are to be 
successful. 


How far, in this diversity, can unions be made to go in furthering or at 
least not resisting the processes of economic growth? Galenson's excellent dis- 
cussion of this problem starts with the recognition that unions "are integral parts 
of the productive mechanism." Their role in the process of economic growth is 
by no means uniformly negative. The contribution that unions--at least reason- 
ably responsible unions--can make to the establishment and maintenance of dis- 
cipline in the plant is of greatest importance, for unions are more effective in 
this field than employers. It is true that unions in the early stages of indus- 
trialization are not always responsible organizations--their position is insecure, 
their membership often illiterate and rarely well-informed on union matters; on 
the other hand, they are often part of a great nationalist movement and are, 
therefore, susceptible to an appeal to patriotism, and their leadership is dedi- 


cated to the cause of building a modern nation. But while unions may exert re- 
sponsibility in enforcing discipline in the plant, it would be idle, in Galenson's 
view, to expect from them responsibility in their efforts to obtain higher living 
standards for their members. It is at this point that Galenson most clearly 
parts company from Asoka Mehta. 


Unions derive their power from the defense of the interests of their mem- 
bers. These may be political or social interests at any given time, rather than 
economic interests. The unions may, in certain situations, sacrifice short- 
term interests in favor of considerations relating to somewhat longer periods, 
particularly when the majority of the members has been made aware of the 
long-run union strategy involved. But unions cannot exist, for long periods of 
time, as social welfare agencies--which is what Asoka Mehta in effect suggests 
they become--and even less as instruments of wage restraint. True, grievance 
handling may be one of the cornerstones of the union structure, and unions ef- 
fectively handling the complaints of their members can afford, at times, to be 
less aggressive in collective bargaining without losing their influence or mem- 
bership. But the suggestion that unions delay for a whole period--the "'‘take- 
off"'--their mission of raising their members’ standard of living can only result 
in these unions ceasing to exist as genuine unions--whatever their name--and, 
if circumstances permit, new organizations will come into being to perform 
the function which the original unions no longer fulfill. In a divided world, this 
prospect can hardly be entertained with equanimity. 
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This debate has some parallels in the recent discussions on union wage 
policy under full employment. When unemployment drops below a certain criti- 
cal level, wage rates tend to increase more rapidly than productivity. Asa re- 
sult labor costs per unit of output rise, driving up prices. One of the most pop- 
ular solutions to this problem, advocated in many slightly differing versions, is 
that the unions exert self-restraint in their demand for wage increases. This is 
intended not merely as a way of meeting a temporary emergency, but as a long- 
term solution to a long-term problem. The three most startling implications of 
this policy are: (1) union members are expected to pay dues to an organization 
which regards the prevention of "excessive" wage increases as one of its as- 
signments. (2) In the absence of unions the workers may well obtain higher 
money--and perhaps temporarily also real--wages than by way of collective 
bargaining. (3) Employers seeking to attract or hold manpower in a tight labor 
market may offer wage rates above those set in the contract, and thereby not 
only defeat the unions' sacrifice, but also demonstrate to the workers that man- 
agement is more eager to pay higher wages than the union is to obtain them. 


The parallel is fairly obvious. While union self-restraint may be an ef- 
fective way of dealing with temporary emergencies in the process of growth, it 
is unlikely that unions could long survive the adoption of a more or less per- 
manent policy of wage-restraint. This is not to deny that such a policy might be 
in the best long-run interests of the country and the workers themselves, even 
though the longer the run considered, the more dubious that proposition appears 
for the individual worker. But in any case it is impossible to conceive of unions 
being established and maintained under the difficult conditions of early indus - 
trialization while they tend to restrain the workers from attempts to improve 
their desperately low standard of living. 


It is possible to drive the parallel one step further: for some workers' 
categories, particularly skilled workers, the operations of the labor market 
during the "'take-off"' period may easily produce wage improvements, even in 
the absence of union pressure. Can it reasonably be expected that the union, 
in this situation, act as a brake upon wage increases obtainable without its in- 
tervention ? 


All these problems must be examined not simply in the light of economic 
models, but primarily as issues of political economy. The underdeveloped 
countries, and particularly their labor movements, are the main target of 
Communist organizing and propaganda activities. In some parts of the world-- 
e.g., Latin America--nationalistic unions as well--e.g., of the Peronist 
variety--compete with democratic and Communist-inspired unions for the 
allegiance of the rising industrial working class. Labor unions that can be 
convincingly accused of being ineffectual in the struggle for improved living 
standards will have little chance to survive in this highly competitive struggle. 
Their sacrifice will have been in vain. They will be destroyed and their mem- 
bership taken over by more combative unions less concerned with the long-run 
aspirations of the nation, or at least by unions that succeed in appearing to be 
more effective in the defense of the immediate interests of the workers. 
Democracy, or better, the hopes for an evolution toward democracy, may well 
be the main losers in the process. A nationalistic or Communist totalitarian 
regime may emerge and settle the issue by the establishment of most rigorous 
labor controls. 
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In the words of Walter Galenson: ''Free trade unions in a democratic 
society must ordinarily appeal to the worker on an all-out consumptionist plat- 
form. No matter how much 'responsibility' the union leader exhibits in his 
understanding of the limited consumption possibilities existing at the outset of 
industrialization, he cannot afford to moderate his demands. To do so would 
mean abdication to the irresponsible demagogue or to the Communist machine, 
neither of which has any compunction about outbidding him in promises. "' 


Does this mean that the problem cannot be resolved? Are we confronted 
with a choice between rapid economic growth and totalitarian controls on one 
hand, and the existence of reasonably free and reasonably democratic unions 
together with a low rate of economic progress or even stagnation on the other 
hand? Two kinds of answers seem to me possible--one on the level of 
analytical reasoning, the other by reference to the ways of life of the world in 
which we exist. 


To begin with the latter: a great many social problems cannot be re- 
solved in any clear-cut manner. They remain unresolved, but may be reduced 
in their acuity to a degree that makes tolerable our failure to solve them funda- 
mentally. They continue to produce tensions in our social fabric and as such 
may exert a not undesirable stimulus. In practical terms: union leaders may 
be able to delay the struggle for a wage increase or accept a compromise that 
would postpone the date on which such an increase becomes effective. Sucha 
delay or slowing up of the progress of consumption might, in certain situa- 
tions, be sufficient to provide the resources for the initial investment push. 

In other cases, immediate satisfaction of urgent consumption demands might be 
necessary to prevent political or social upheavals. In that situation the in- 
crease of consumption is the price to be paid to avert a further deterioration of 
the prospect for economic growth. 


It is not at all obvious, in the latter case, whether in the absence of the 
union the situation would be more favorable for economic growth. Not only 
would the danger of unrest persist, but it is not unlikely that competitive unions 
would arise--in the middle of the twentieth century labor organizations have 
become the rule rather than the exception. The contradiction between union 
pressure for higher wages and the need to free resources for investment in the 
interests of economic growth is not resolved, but it is possible, in many cir- 
cumstances, for a society to provide accommodation for the contradiction and 
to function effectively on this basis. This is the more possible as other union 
functions assist the growth process--maintenance of plant discipline, assist- 
ance to rural workers in their adaptation to the urban environment, and training 
and transmission of skills are examples. We may not obtain maximum rates of 
growth in this way--whatever that means--but a tolerable compromise may 
avert the danger of being thrown back by unrest and political upheaval. A mix- 
ture of Asoka Mehta and de Schweinitz, plus a certain slowing-up of economic 
growth below the undefinable maximum rate, might do the trick. 


This brings us to the second answer: even union pressure on wages need 
not be all detrimental for economic development. The theoretical model from 
which this conclusion is derived is a mechanical and static model. In a more 
dynamic approach, union pressure on wages may--within certain limits--become 
an instrument of economic development. 
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In early industrialization, competition is usually very weak. With sparse 
transportation systems and protected by tariff walls and exchange regulations, 
industrial firms normally enjoy quasi-monopolies on their local markets. Tra- 
ditional social values tend to make the competitor appear as a kind of interloper; 
public opinion rejects the ethics of a competitive market society. The drive for 
the improvement of methods and products in such a society is exceedingly weak. 
Union pressure on wages, by threatening to reduce the profit margin, may, under 
the circumstances, represent a desirable stimulus for management. Indeed, it 
may be the only major pressure of this kind until more firms and better communi- 
cations develop, tariffs are reduced, exchange controls are weakened, and public 
opinion grows more sympathetic toward the implications of a competitive market 
economy. 


Union pressure upon wages, however, will perform this function merely 
under certain conditions which we can outline only briefly in this space. One is 
that the increase in wage costs not be granted in such a way that cost increases 
can be passed on too easily to the consumers of the product. This may require 
a monetary or fiscal policy endangering economic growth. Another condition 
necessary in order for this mechanism to work is that the wage pressure and 
the consequent increase of costs not become so heavy as to be discouraging for 
management and investors. Union wage demands must not be so large as to 
make it impossible for management to re-establish reasonable profit margins 
by feasible devices within a foreseeable time. 


Given these and other conditions, the opposition between normal union be- 
havior and the needs of economic growth appears less acute than most of the 
literature would seem to indicate. The question remains, of course, as to the 
extent to which these conditions exist in reality. There seems, at first sight, 


little reason to be optimistic in this respect. But the question is open. Books 
like the one that Walter Galenson edited and so brilliantly prefaced provide not 
only some material for an answer, but stimulate new research. And this is 
surely the best that can be expected from a work of this type. 








LABOR IN INDIA* 


Richard D. Lambert 
The University of Pennsylvania 


This is a fine book, sensible in its suggestions, extensive in its coverage, 
and deceptively simple in its organization. It is neither a polemic nor a primer, 
but the best single volume work on labor in India which has yet appeared, and it 
will no doubt remain a standard work for some years to come. Having said that, 
I shall take the reviewer's prerogative and tell the author in public how he should 
have written the book if he wanted to please this one unreasonable reader. But 
first, let us sketch in briefly some of the major points covered in the volume. 


Myers starts out with a section on the enormous pressure which current 
unemployment and future population growth place upon India's plans for economic 
growth. In general he accepts the estimate in the Second Five Year Plan that 
8 million new jobs can be provided between 1956 and 1961, preserving the status 
quo in employment, but he points out that changes in the age distribution of the 
population as outlined in Coale and Hoover's! study of demographic trends will 
place an added dependency burcien on the already overburdened economy. Myers 
indicates that the 7.93 million workers engaged in various forms of industrial 
employment represent only a fraction of the labor force, but their role is 
strategic and their voice is the only one with enough organization behind it to 
bring effective pressure to bear. Next, Myers sketches the growth of indus- 
tries and employment and remarks briefly upon the special character of entre- 
preneurship in India, with its managing agency system and with its dominant 
business communities and castes. Throughout the book he is ambivalent as to 
whether they are good or bad for India's economic development. The history of 
robber baronism, my own hideous neologism, of the bania classes stands 
against them. On the other hand, it has been the large concerns, frequently 
family-owned, which have led the way in modernizing their administrative and 
personnel policies and sending sons abroad for training in industrial manage- 
ment. The arguments pro and con Gandhi's influence sound somewhat like the 
current debate in the United States over the conflict-reducing, status quo sup- 
porting, "human relations" school in industrial sociology. 2 The sociological 
aspects of the labor force are treated under the general rubric of commitment, 
a point to which I shall return later. 





Charles Myers, Labor Problems in the Industrialization of India. Cam- 
bridge, Mass.: Harvard University Press, 1958, pp. xvii + 297, $6. 50. 





Ansley Coale and E. M. Hoover, Population Growth and Economic De- 
velopment in Low-Income Countries, Princeton, N. J., 1958. 








Henry A. Landsberger, Hawthorne Revisited, New York, 1958, pp. vii, 
119. 
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Myers traces the development of unionization, following the complicated 
tracks of confederations and schisms until the present, and comments upon the 
major issues of protest, the supporting role of political parties and govern- 
mental policy, and the internal weaknesses of the labor movement. Managerial 
reactions are described as paternalistic at best and frankly exploitative at worst. 
He emphasizes the catalytic role of the foreign-owned firms, the public sector, 
and a few "enlightened" concerns who are moving toward the model of more re- 
sponsive and responsible management policies. The all-important role of gov- 
ernment as both labor's and management's advocate is discussed in terms of 
legislation and the conciliation and arbitration machinery. 


In his final chapter on recommendations, Myers argues that India's press- 
ing economic problems call for a middle course between the full development of 
a powerful labor interest group seeking its own ends and the continuation of the 
present paternalistic role played by civil servants and quasi-judicial bodies. By 
and large he seems to support the labor philosophy of the Second Five Year Plan, 
with a favorable nod to V. V. Giri. He adds the hope that the elites who cur- 
rently control labor, management, and government will successfully build up the 
sub-structures which will tie them in more effectively with the constituencies 
they represent. The reader is strongly urged to read the footnotes, although 
this requires a great deal of tedious flipping to the back of the book. Myers has 
put many of his best comments there, and the coverage of the empirical studies 
is almost always tucked away in this publisher's limbo. In the appendices are 
the labor sections of the First and Second Five Year Plans and several collec- 
tive bargaining agreements. 


The book is overcast with a mild cheerfulness and optimism which moves 
the author to select those trends and attributes of the current economic struc - 
ture which most closely resemble Western patterns and to acclaim these trends 
as the wave of the future, the direction in which Indian industry is moving. 
Other, often stronger, trends are either not recorded or are treated as tem- 
porary impedimenta in the path of the inevitable march toward modernism. The 
interest in "problems" tends to push the author to this approach, for behind most 
"problems" lies an assumption of general progress of which the problem is a 
limited and, hopefully, a temporary aberration. The end result of progress 
usually and quite understandably is cast in the form of the observer's own cul- 
tural values and the organizational forms with which he is most familiar. This 
is both the function and special affliction of cross-cultural advice givers. 

Where a taxonomist would be looking for hybrids or perhaps entirely new forms 
of organization, where a forecaster might try to weigh the relative strength of 
competing trends, to the analyzer of problems the form of the proper outcome 
if not the timing is predetermined, and conflicting trends are unfortunate ob- 
stacles to be overcome by wise policy makers. I emphasize this because it is 
essential to an understanding of Myers observations and recommendations and 
to show my own contrary bias. In all fairness, it should be pointed out that the 
conception of progress is not just the projection of a single cultural image 
throughout the world. Rather, this view holds that certain organizational forms 
have an inherent logic, that the parts are functionally related in a fixed pattern, 
that the organization will normally move toward this equilibrium, and that de- 
parture from this set pattern will appear as stresses and as problems seeking 
resolution. Industrialization is conceived of as a single economic and social 
system, with variations representing stages in a maturation cycle or perhaps 
minor adaptations to an unusual environmental setting. Presumably, the press 
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of competition will favor the natural selection of the ideal typical industrial sys- 
tem. 


This general approach can be amply illustrated throughout Myers' book 
and is, I think, the primary source of the cheerful optimism. For instance, the 
absolute increase in the number of companies is greeted as evidence that the 
managing agency system may be weakened by the introduction of new blood 
(p. 24). What proportions of these new companies are under the direct or in- 
direct control of the managing agencies is not made clear. The joint family 
system of ownership and control in Indian managing agencies is viewed as hav- 
ing "'a paralyzing effect on initiative, '' and the decline of the joint family is 
therefore welcomed (p. 24). 


Official attitudes which cast all wealthy individuals and particularly busi- 
nessmen in the "heavy" role are dismissed on the grounds that the rise of a pro- 
fessional managerial class in the public sector will legitimize the businessman 
(p. 28) as it did in the United States. The "socialistic pattern of society''--a 
strong blend of egalitarian ideology and ad hac decision making--is exorcised by 
the observation that the government is becoming reasonable, and "it is perhaps 
true that the first and most difficult phase of adjustment between a business 
group and a new government dedicated to a socialistic pattern of society is com- 
. ing to an end" (p. 31). The impact of Indian religion and culture turn out to be 
Gandhism, caste, a peasant society, the low status of manual work, and the 
high degree of dependency in superior-inferior relationships. Myers comments 
that "they have not proven an insuperable obstacle;"' however, they have retarded 
industrialization, but that improved education, higher standards of living, and 
increased job opportunities will eventually displace them (p. 33). The use of the 
words "obstacle" and "retarded" in the preceding sentence fully illustrates my 
point. 


It is the same sort of ideal typical concept of industrialization as a finite 
end product which leads Myers to direct almost all of his comments about the 
laborers themselves toward the notion of commitment. This reviewer is not the 
first to disagree with the commitment approach, and perhaps because of past 
assaults Myers takes care to specify exactly what he means. 


We can say that a "committed" industrial labor force has developed when 
workers no longer look on their industrial employment as temporary, 
when they understand and accept the requirement of working as part of 
a group in a factory or other industrial enterprise, and when they find 
in the industrial environment a more adequate fulfillment of personal 
satisfactions than they enjoyed in the village or rural society (p. 36). 


He then goes on to include the "structuring" of the labor force, andina 
footnote to it quotes with apparent approval a full statement on structuring by 
Clark Kerr and Abraham Siegel. 3 





Clark Kerr and S. Siegel, "The Structuring of the Labor Force in Indus- 
trial Society: New Dimensions and New Questions, "' Industrial and Labor 
Relations Review, No. 2, pp. 151-168. 
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[it] involves the setting and enforcing of rules concerned with the re- 
cruitment of a labor force, with the training of that labor force in the 
myriad skills required by the advanced division of labor, with the lo- 
cating of workers in some appropriate pattern of geographical, indus- 
trial, and occupation dispersion. It involves the setting of rules on 
times to work and not work, on method and amount of pay, on move- 
ment into and out of work and from one position to another. It involves 
rules pertaining to the maintenance of continuity in the work process... 
the attempted minimization of individual or organized revolt, the pro- 
vision of view of the world, of ideological orientations, of beliefs, the 
introduction of some checks on the individual insecurity inherent in an 
industrial order. 


Commitment, so defined, takes a large portion of the social system of 
the factory and the individual's immersion in it. On the one hand, the term in- 
cludes too much, and on the other not enough. Surely many of the attributes of 
the "web of rules" and the worker's psychological involvement with the factory 
are functions of cultural orientations extrinsic to the industrial system. If the 
larger society and in particular the worker's caste and family accord him no 
enhanced status as he moves up in the graduated hierarchy of jobs within the 
factory, if his position within the larger society is as undifferentiated as factory 
worker, regardless of what he does within the walls of the compound, his 
psychological involvement is likely to be little. Where the center of gravity is 
the family and not the individual, the major determinants of commitment may 
not lie within the power of the factory at all. In this sense, the term is too 
limited and should extend to the whole complex of cultural values which define 
the relationship of occupations to other norms and status attributes. Moreover, 
the term commitment implies that the obstacles to total immersion lie wholly 
with the worker. In his discussion of commitment, Myers uses temporary mi- 
gration, turnover, absenteeism, and indiscipline as indices of partial commit- 
ment. He does not discuss the ways in which Indian factories, in an attempt to 
maintain flexibility, deliberately keep a sizeable portion of their labor force on 
less than a permanent status. I would not go so far as Thorner® in arguing that 
this is a primary aim of factory owners, but the frequent practice of keeping 
workers in temporary status for long periods of time until union pressure and 
arbitration awards force the acceptance of a new complement, and the main- 
tenance of badli workers who fill temporary vacancies, indicate that partial com- 
mitment is certainly not one-sided. In my own study of factory workers in 
Poona, I found that many of the workers themselves were in error in their 
judgment as to whether or not the company had them classified as permanent or 
temporary and could not state the criteria used in their factory for this distinc - 
tion. And yet, separate payrolls and differential privileges for permanent, 
temporary, and badli workers were common. 


The preceding considerations urge that the concept of commitment is not 
broad enough. Turning to the other view, bringing the complete social system 
of the factory under the single rubric of commitment impoverishes the rich 
variety of Indian organizational forms, and obscures many of the most interesting 





Daniel Thorner, "Casual Employment of a Factory Labour Force," 
Economic Weekly, pp. 121-124. 
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and important special features of the Indian industrial setting. The catalogue of 
variables mentioned by Myers and by Kerr and Siegel are better kept independent, 
until the relationship among them is determined more satisfactorily. Classifying 
them all as aspects of commitment bends them to a strange purpose. 


Moreover, factories vary so much among themselves. We desperately 
need a typology of forms of factory organization with special reference to under- 
developed economies. Elsewhere the reviewer has discussed three distinct 
forms of Indian factories, and there are no doubt many more. In the first type 
of factory the work force is organized in gangs, each gang tending a single ma- 
chine or engaging in repetitive manual work under the supervision of a gang boss. 
The bulk of the workers are relatively unskilled, there is a very limited 
hierarchy and little internal mobility of workers among jobs, new recruits are 
easily trained and fit in at the bottom of the ladder, and the ranking of workers 
in the stratification system of the factory reflects the status rankings in the 
larger society. This form is most common in the large extractive industries 
or in the manufacturing plants which involve a two or three stage processing 
sequence from raw material to marketed product. The second type is found 
most often in the large, long-established units such as the textile mills, where 
the manufacturing process is more complex. Its skill structure is more elon- 
gated and resembles a bank of pigeon holes composed of discrete job categories 
among which there is little movement. Mobility is horizontal, in and out of in- 
dividual factories at skill levels standardized for an entire industry. The human 
parts are largely interchangeable, and upward mobility in any one plant is se- 
verely limited. The third type is the one that Myers has in his list of pro- 
gressive firms (p. 97). Such firms have a complicated, pyramidal skill struc- 
ture, with recruitment at the bottom and regular promotions through the ranks. 
Occupational titles are generic in such a plant, and their looseness permits the 
differential distribution of rewards on the basis of superior performance rather 
than minimum adequacy in filling a job specification. Commitment means 
something different in each of these factory types. 


When the concept of commitment is tied to the implicit western model 
mentioned earlier, it brings Myers to assume that the third type, the "pro- 
gressive" company, will gradually win out. My own crystal ball favors the 
second type. Pressures of both union and government are toward more and 
more minute job specification guaranteeing a certain wage and job title toa 
worker tied to the type of work he does, not how well he does it. While this 
protects the worker from victimization and managerial caprice, it also works 
against the realization of a flexible, rationalized labor force. One of the firms 
in Myers' list is even now under pressure from its union to create the pigeon 
hole structure, and as the company ceases to expand in this particular plant, it 
will probably succumb. After that every change will be subject to full scale 
negotiations and become part of the bargaining package. Moreover, the ten- 
dency of unions to fight for, and arbitration awards to grant, cross-the-board 
increases in wages, and the marginal role of basic wage differentials, tend to 
perpetuate the least flexible organization form. In short, here is one crucial 
area where the present trend does not appear to be moving toward the Western 
model. 


Even this would not be so damaging a blow to the "commitment" ap- 
proach if the types of factory systems differed only quantitatively in their ap- 
proximation to the Western model, but there are sharp qualitative differences 
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as well. The ideal typical factory must use the promise of future promotion for 
current production as a major part of its rewards system if commitment is to 
be complete. In India, even piece rate systems are not enough to make each 
worker his own capitalist and spur him to higher productivity. The problem of 
convincing the worker that higher rank is both desirable and attainable, and that 
the primary route to it is superior performance, has certainly not been solved. 
Employers often refer to this lack of striving on the part of the worker as the 
absence of aspirations, but it is much more closely bound up with the structure 
of the factory, and to place the blame on partial commitment is to miss the 
main point. To the worker a job is a valuable property to be retained, if possi- 
ble, but at the lowest minimum cost to himself. Hiring and firing is the crucial 
issue, and not internal differences in wage scales or promotion policy as it 
might be in Western factories. If aspirations do occur it is because some of the 
workers share certain characteristics with the supervisors and therefore expect 
that they themselves will become supervisors in due course. But this motivates 
the worker only to stay out of trouble so that he can accumulate his seniority, 
not to work hard. And as for commitment, the reviewer has heard employers 
express the wish that some of their employees were a little less committed and, 
since they seemed reluctant or unable to produce, would fade away without giving 
the unions a casus belli. And riding above all the questions of commitment is 
the corrosive ill health and low vitality of the workers. 


The assessment of the current unions is informative, but treating the 
growth of unions as if they had a separate structure independent of the history of 
politics of the country makes the tortuous path a combination, and division seem 
petty indeed. The discussion of political parties and in particular the Congress- 
Socialist-Communist triangle and the Bombay vs. Bengal split is not among the 
strongest in the book. One thing that Myers seems to underestimate is the im- 
portance of what in Latin countries would be called personalismo, in which a 
leader can carry his followers through as many sigtabalieally akmet coalitions 
and federations as he cares to, with issues and platforms serving only as a 
sort of political poetry with which the leader communicates with his mass fol- 
lowing. To concentrate on ideological splits in such a process is to confuse the 
form with the substance. The function of the leader and his personal following 
in Indian labor affairs cannot be overestimated and explains an example Myers 
uses, apparently with some puzzlement, of a labor leader who heads a hundred 
unions and is not even sure which ones. 


In Myers' judgment of Indian union affairs one may perhaps read between 
the lines the American concept of the business union pursuing short run, local, 
non-political, and highly tangible benefits for its workers, and a preference for 
leaders who have been drawn from the rank and file and spend a good portion of 
their time on the factory floor. ‘This viewpoint is reflected in part in Myers' 
preference for "insiders" in the labor movement, on the grounds that they are 
more likely to pursue the workers' rather than their own interests. There are, 
however, several things which can be said in favor of the "outsiders" who cur- 
rently dominate Indian labor unions. In the first place, most effective decisions 
in the economic and political spheres are now made by the small, English- 
speaking, middle class elite, and this situation is likely to continue. Sub- 
sections of this elite, whether they be planners, politicians, or newspaper edi- 
tors, see themselves in a sort of a caretaker position serving the general wel- 
fare of the Indian masses. To compete in this arena, labor leaders themselves 
must and do come from the same class. It is no good hoping that they will come 
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up from the shop floor, for a while, anyway, and if they did their voices would 
be considerably weaker than those leaders who currently speak for labor on the 
basis of a sort of ideological noblesse oblige. At this point one Ashok Mehta 
or J. P. Narain may be worth any number of former shop stewards. A labor 
ICS is a more reasonable hope. 


In point of fact, several current trends seem to be pushing labor away 
from the grass roots leadership so essential to the business union. Increasingly, 
the bargaining arena is the quasi-legal, tripartite arbitration process set up by 
the government, in which the pleader is more at home than representative. 
Proceedings are in English, as are statements of demands, contracts, and even 
most notices posted in the plants, and negotiations call for a degree of sophistica- 
tion and education foreign to the union leader who emerges from the ranks. 
Where the leaders are "insiders, '"' they tend to be former clerks or supervisors 
who are not of the same class as the workers if they have worked in the factory 
at all. The weakness of the formal power of the union, moreover, puts a 
premium on the charismatic leader who can play the disinterested defender of 
the worker against powerful enemies, seeking no personal gain and preferably 
practicing the "ascetic gesture" in his manner of living. Part of the danger of 
the government's support of INTUC is that it has robbed these union leaders of 
a politically appealing posture. It is hard to be a champion of the poor when 
one is supported by the powerful. 


I would agree in general with the position of Morris D. Morris” that the 
government's assumption of the role of chief protagonist of the workers' inter- 
est, while at the same time it seeks to control their most important if some- 
times ill-used weapon, the strike, has weakened the labor movement. In the 
short run, the government is a most effective advocate for labor, but the very 
victories that could make laborers loyal and, perhaps more important, dues- 
paying are more the government's than the union's. Laissez-faire is too much 
to ask in the face of the past history of exploitation and in view of the current 
aspirations of labor, but the by-products of governmental intervention have not 
been fully considered. It may be that part of the cost of democratic economic 
development is a period of sobering chaos. 


One of the most valuable parts of the book is the report of the attitudes 
of management toward labor and government. For my taste, Myers is suffi- 
ciently struck with a most interesting phenomenon: a classic vested interest 
group with hardly a word to say in its own behalf. In view of the almost con- 
tinuous assaults upon the legitimate status of the Indian businessman, it is 
strange that there is so little rallying of forces, so meek a defense. One reads 
no ideological justifications of free enterprise, no debate on the limits of proper 
governmental interference, no glorifications of the role of the entrepreneur. 
Right wing politics are limited to religious revivalism, or to a lesser extent the 
attempts of landed interests to soften the blow. Business interests fight a rear 
guard action, making no bid for popular support, but combatting the application 
of a socialist ideology in specific cases and forms, but not as a general 
philosophy. 





5. Morris D. Morris, ''The Dynamics of Indian Trade Union Development, " 
in Indian Political Leadership, Berkeley, Calif., 1959. 
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Myers' discussion of the problems of rationalization is excellent and is 
drawn in part from his fuller treatment of the subject in an article in the Inter- 
national Labour Review.® The arguments about "rationalization without tears” 
illustrate the problems of underdeveloped countries which are trying to hold 
their own in a highly competitive international market with equipment approach- 
ing obsolescence. They are reluctant to divert scarce investment capital, in 
particular foreign exchange, from the purchase of nation-building hardware and 
do not want to exacerbate an already critical unemployment situation. This knotty 
problem promises to become more rather than less serious in the future. The 
foreign exchange crisis of 1957-58 and its impact on the Second Five Year Plan 
is ample warning of the treachery of the path. 





The discussion of the weakness of middle class management points up 
one consequence of a colonial economy where the technological and managerial 
patterns of industrialization are set in the home country and where the superior 
supervisory posts tend to be manned by nationals of the home country or their 
indigenous counterparts. The communications gap between superior super- 
visors and the plant workers is in part a heritage of the past, and any devices 
which can remove it will be welcome. Grievance procedures are one such 
move, and management training institutes are another. Work committees are 
as varied in their effects in India as they are in the West. It might be added 
that the utilization of technological assistance missions frequently breaks on 
this same caste-like gap. 


In summary, then, this is a very useful book. It is a tribute to the 
ability of a skilled observer to meet his research needs in a relatively brief 
period of time (some five months of interviewing), to the articulateness and 
awareness of the Indians he interviewed, and to the largely untapped body of 
monographic materials on Indian labor. Future research must fill in the 
undergrowth for this treetop survey. 





6. Charles Myers, ‘Labour Problems of Rationalization: The Experience 
of India, "' International Labour Review, Vol. 73, pp. 431-450. 














INDUSTRIAL CHANGE IN INDIA* 


Andrew F. Brimmer 
Michigan State University 


I. Introduction 


Despite the flood of "studies" over the years which purport to "explain" 
the causes of relative stagnation in the development of modern industry in India 
during the last century, it is surprising how little systematic and reliable infor- 
mation has been presented on the anatomy of industrial change in India. This 
deficiency has now been partially remedied. 


Rosen not only fulfilled his original research objective ("'...to utilize ex- 
isting statistical material in India to compute the historical trend of capital- 
output and capital-labor ratios in specific Indian factory industries over a period 
of time"), | but also presents an enlightening essay in the history of industrial 
development in India during the last two decades. In the reviewer's opinion, his 
analysis of the adverse impact of such factors as government policies, aggre- 
gate demand, and trade union growth on industrial capital formation is as sig- 
nificant a contribution as are the estimates of capital-output and capital-labor 
ratios in the five manufacturing industries surveyed. However, because of space 
limitations, attention is given in this review to Rosen's derivation of capital - 
output and capital-labor ratios and to the interpretations he places on these. 
Furthermore, no detailed criticisms are made of Rosen's statistical procedures, 
partly because of lack of space and partly because Rosen is quite careful himself 
to identify the serious problems he encountered--and only partially resolved. 2 


The growth since 1937 of the five Indian manufacturing industries is sum- 
marized in section Il. Rosen's estimates of the size and trends in capital -output 
and capital-labor ratios in India are presented in section III. In addition, the de- 
mand for machinery and the supply of capital in large-scale manufacturing enter- 
prises are examined. In section IV, the role of subcontracting in the Bombay 





° George Rosen, Industrial Change in India: Industrial Growth, Capital 
Requirements and Technological Change, 1937-1955. Glencoe, [ll.: The 
Free Press, 1958, 243 pp. 








i. Ibid. , p. xx; in the rest of this paper references to Rosen's book are in- 
dicated by page numbers in parentheses. 


2. The most significant obstacles were the absence of an index of capital 
goods prices (which Rosen partly overcame by using United Kingdom 
price indices for machinery) and the necessity to rely on the financial 
records of firms which follow diverse accounting procedures. 
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engineering industry is explored, and it is shown that the employment potential 

is not very great in small-scale, labor-intensive methods of production. Finally, 
in section V, the industries surveyed are set against the background of the Second 
Five Year Plan. 


Il. Growth of Large-Scale Manufacturing Since 1937 





The industries studied by Rosen consist of two manufacturing "'producers' 
goods" (ironand steel, and cement) and three turning out "consumer goods" (cot- 
ton textiles, sugar, and paper). Table I provides a brief statistical summary of 
each industry. Together, the five industries account for approximately three- 
fifths of both value added and employment in the 29 industries included in the 1951 
Census of Manufactures. Except for iron and steel, future investment in these 
industries will be undertaken primarily by private firms, according to the 1956 
Industrial Policy Statement, which outlined the broad divisions between public 
and private responsibility for industrial development. 








Il. Factor Combinations in Indian Manufacturing 





Before actually computing capital -output and capital-labor ratios, Rosen 
took considerable precaution to warn the reader of the nature of these relations 
and the limited use which can be made of them in economic analysis. 3 Rosen 
defines the capital-output ratios "...as the relationship between investment in a 
given economy or industry for a given time period to the output of that economy 
or industry for a similar time period, with the output possibly lagged behind the 
investment. It is necessary to distinguish between the average ratio, which re- 
lates the existing total stock of capital to the total output, and the marginal (or 
incremental) ratio, which relates the addition to the stock of capi assuming 
other factors can be increased as required) to the addition to total output" (pp. 48- 
49). Thus, from these measures, one can derive a general indication of the 
capital required for industrial expansion in India and can also trace the broad 
trends in the use of capital and labor in the modern sector. 





A. Capital-Output Ratios 





Time series on gross capital formation and gross value added in the five 
Indian manufacturing industries were developed and used by Rosen to compute 
average capital-output ratios covering the period 1937-1953. The arithmetic 
average of these annual ratios is shown in Table II for 1937-1945 and 1946-1953. 
These ratios show a slight but clear tendency for capital intensity to increase in 
all of the industries, except sugar and the Ahmedabad sector of cotton textiles. 
This tendency is also evident in the implicit marginal ratios obtained from the 
same financial data used to derive the average ratios. In the postwar years, it 





3. For a more general discussion of these problems see K. Martin, "Capital - 
Output Ratios in Economic Development", this journal, Vol. VI, No. 1, 
October 1957, pp. 24-31. 





REVIEW 


216 


“yo ‘do ‘uesoy wo eyep JeMO “sedINOS snoyrEA WO 
JamatAar ay} Aq patjduros yueuAoduia peg] pue ‘sjueld yo zaqumu ‘poystiqujse sem Arjsnpuy reef uo weg = :aa.rnog 





“eyep BuTUTE}QO JO Sa_MI FIP pue Ajys1eapp apy Jo asnedeq papnioxe sy Ar} 

















-SNpUy 94} JO JseI BY, “eIPUT uy yndyo aT{}xa} [e}0} JO Jusd Jad Og ynOge I0J juN0DOe peqepeuTYyy pues Aequiog 74 
‘Apnjs s,uasoy uy pepnyouy st Aueduio05 [993g pue uo] B}Ey, AUD Tl 
006 ‘TET o08 ‘Es SUO} FIZT S “8h 869 ‘ST Z0L ‘6 LI ‘eu T9sT Jedeg 
suo} 
| he O'T uoy [Far L°Sésé 8 °SéT OL ‘%8 000 ‘SL 8hT LET Ze6r reang 
spied 
LZT‘T 906 pp te L°SS@ b LET Tee ‘Sz “eeu vL "Bu ‘eu peqepeuyy 
spi 
69% ‘T 9LE ‘T uot Tar ¢ *LOP 0°SZE ws ‘S0z “Bru s9 “eu eset Aequiog 
2 8°InxeL 
sud} 
0'F TT uoy Ta T ‘@2z% 0°PS P6L ‘TZ 069 ‘ZT LZ Tt vI6I juste 
suo} 
pT 6° uoy [Far 6 ‘Z0P Z “9SZ 610 ‘Sz 890 ‘6T 4 4 SI6T =, 19938 puw uory 
g§Sé6T LE6t 740 §S6I peel §Sé6I LE6I "8a Axysnpuy 
uo}onpolg (soos jyuawmAoldurg S]Ueld reex 
LE6I ‘seednsz jo Jequinyn 
JO suo} ITU) 
Teq1de5D 
pex}Td ssoipn 





SS6I-LEST ‘BIpUl Ul Sujanjoemuey oTedg-aBre7] JO MOIH *] a1qUL 





ECONOMIC DEVELOPMENT AND CULTURAL CHANGE 217 


seems that capital required per unit of outnut has been from one-tenth to one- 
quarter higher than in the earlier period. While some part of the observed trend 
toward higher ratios can probably be attributed to errors in the data (a fact which 
Rosen recognizes), there is undoubtedly an actual tendency toward these results. 
Rosen's account of his interviews with industry officials and personal observations 
in numerous plants also substantiate the statistical findings. 





Table Il. Arithmetic aS of Annual Ratios in Each Industry 
for - an -1953 (and Implicit Marginal 


Ratios for 1946-1953) 




















Iron 
and Cotton Textiles 
Period Cement Paper _ Steel Bombay Ahmedabad Sugar 

1937-1945 2.8 5.7 3.4 3.4 2.8 2.0 
1946-1953 3.2 6.3 = 4.3 4.1) 2.8) 2.2 
Implicit 
Marginal 
Ratios 
1946-1953" 3.6 6.9! 5.27 4.82 2.8) 2.2 


Average of ratios from 1946-1952. 
Average of ratios from 1946-1954. 


The implicit marginal ratios were derived by dividing the actual increase 
in gross fixed capital between 1946 and 1953 by the actual increase in 
gross value added which occurred over the same period. 


Source: Rosen, op. cit., p. 93. 


As an explanation of the tendency toward greater capital intensity in India, 
Rosen suggests that the technological changes and other innovations in manufac - 
turing industries have probably been of a labor-saving type. This conclusion also 
agrees with the findings of an inquiry into the trend of capital intensity in the 
United Sjates during the years 1880-1919, also a period of rapid industrial 
growth. * Although Rosen is tempted to suggest that increasing capital intensity 
per unit of output may be a general feature of early stages of industrialization 
(regardless of specific factor endowments), he correctly retreats from such a 
conclusion because available data are insufficient to support it (p. 126). 


Rosen also computed marginal capital-output ratios to obtain rough esti- 
mates of the capital required to increase productive capacity in each of the in- 
dustries. Such capacity could be added by the construction of new plants or 





4. Daniel Creamer, Capital and Output Trends in Manufacturing Industries, 





1880-1948, New York, 1959, Ch. 6. 
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through the expansion of existing facilities. However, in view of the difficulties 
involved in trying to compute marginal ratios from the financial data, Rosen 
chose to use plant engineering and construction information as the basis for the 
marginal ratios. The results of this effort are shown in Table III along with the 
implicit marginal ratios given in Table II. 


In general, the computed marginal ratios agree with the marginal ratios 
implicit in the financial data. As one would expect, a new plant requires a much 
larger expenditure on capital per unit of output than does an addition of the same 
capacity to an existing establishment. Furthermore, except for sugar, the size 
of the computed ratio is relatively close to the implicit ratio, thus suggesting 
that these are reasonable estimates of the capital-output relations actually pre- 
vailing in India's modern manufacturing industries. 


Finally, Rosen compared marginal capital-output ratios computed for 
India with those previously obtained for the United States and the United Kingdom. 
The Indian ratios for each industry were found to be slightly below those for the 
other two countries, but the differences were small enough to fall within any 
reasonable margin of error. However, behind this approximate equality of the 
marginal ratios is a much higher cost of capital equipment in India (which still 
imports the bulk of its machinery) which partly offsets a lower physical use of 
machinery in India--especially in the peripheral materials-handling operations. 
In addition, the lower construction costs in India are offset to some extent by 
higher outlays on social overhead. Nevertheless, the relative closeness of the 
marginal capital-output ratios in India, the United States, and the United 
Kingdom undoubtedly reflects a similarity in the basic technology employed in 
the three countries (pp. 116-124). 


While Rosen correctly refrains from advancing his marginal capital - 
output ratios as standards to guide the allocation of future investment in India, 
his findings do serve as a rough benchmark for appraising the ratios used in 
the Second Five Year Plan. The Plan projects an increase of Rs. 6.8 billion 
in gross fixed capital for the five industries surveyed. This investment is ex- 
pected to generate an increase in gross value added of about Rs. 1.8 billion. 
Thus, for these industries, the Plan assumes a marginal capital-output ratio of 
3.8, a figure which is not inconsistent with those computed by Rosen. 


Table Il. Arithmetic Average of Marginal Capital-Output Ratios 
in Each Industry, Developed from Engineering Data, 
and Implicit Marginal Ratios, 1946-1953, Developed from Financial Data. 











New Expansion of Implicit Marginal 
Industry Plant Existing Plant Ratios, 1946-1953 


Cement 4.1 2.3 
Iron and Steel 3. 61 2.6 
Paper 2.5 2.8 
Sugar 3.6 1.2 
Cotton Textiles 2. 6 1.6 2 


1. This ratio is implicit in the cost-output relations for the three ieee to 
be constructed by the government. If social overhead is added, the ratio 
rises to 4. 1. 

2. Average of Bombay and Ahmedabad estimates. 

Source: Compiled from Rosen, op. cit., pp. 103-117. 
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B. Capital-Labor Ratios 





One of Rosen's objectives was to obtain as good an estimate as possible 
of capital-labor ratios, for these are a better measure of factor combinations 
than that provided by the capital-output ratios. Initially, Rosen had hoped to re- 
late fixed capital to man-hours of labor. However, since man-hour data were 
unavailable for India, he had to resort to employment figures. Even here, he 
could not obtain a reliable employment series covering the same years as the 
statistics on fixed capital, and he computed capital-labor ratios for only a single 
year. The results are shown in Table IV, where they are compared with the es- 
timates of capital per worker in the United Kingdom. 


These data show that, with one exception (iron and steel), manufacturing 
activities in India have a much smaller investment per worker than is found in 
similar activities in the United Kingdom. Furthermore, although the projections 
of capital investment per worker during the Second Plan represent a substantial 
increase over the ratios prevailing in 1953, the Indian figures--again except for 
iron and steel--will remain appreciably below those for the United Kingdom. On 
the other hand, the Plan projections of capital~labor coefficients are further evi- 
dence suggesting an increasing capital intensity in Indian manufacturing indus- 
tries. Nevertheless, there is still a relatively great reliance on labor relative 
to capital in India--which is about what one would expect in view of India's differ- 
ential endowments of these factors of production. 


The explanation of the relatively small capital-labor ratios in Incia is 
found in a number of considerations. Indian factory managements seem to use 
labor almost exclusively for peripheral activities, such as quarrying, moving, 
and packing materials, in contrast to the mechanization of these operations in 
many other industrialized countries. Aside from these technical factors, cer- 
tain widely-known social relations in India (reflecting prestige and caste 
residuals) undoubtedly contribute to the large labor forces found in Indian fac - 
tories. The poorer health of the labor force and meager diets also mean that 
a greater number of Indian workers is required to perform identical tasks than 
is the case in such countries as the United States and the United Kingdom. 
Superimposed on all of these factors, of course, is the relatively low money 
cost of employing labor in India. The latter advantage is partly offset, how- 
ever, by the relatively low productivity of Indian factory labor. This means 
that the real cost of labor in India is rather high and partly accounts for the 
unmistakable tendency of entrepreneurs to substitute capital for labor in the 
actual manufacturing prccesses. There is no doubt that this tendency will con- 
tinue and may even spread to the peripheral operations as well. 


The funds required to finance this shift seem to be assured. The large, 
well-organized manufacturing firms are almost universally under the control of 
managing agency firms (the real locus of enterprise in India), who either control 
or have close connections with banks, insurance companies, and other financial 
institutions which can supply the necessary funds.5 Furthermore, since World 





Andrew F. Brimmer, "The Setting of Entrepreneurship in India", 
Quarterly Journal of Economics, November 1955, pp. 553-576; 8. K. 
Basu, The Managing Agency System. Calcutta, 1958, Ch. 4. 
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Table IV. Gross Fixed Capital per Worker in Selected Industries, 
India and the United dom, 
and Projections for the In econd Five Year Plan 











India 
Second Plan United 


Industry Projections 1953 Kingdom! (1955) 








Cement Rs. 35,000 Rs. 16,000 Rs. 41, 230 (3, 100) 
Iron and Steel 117, 000 54,0112 48,678 (3, 660) 
Paper 29, 330 16, 190 62, 510 (4, 700) 
Sugar 22, 200 15, 690 72, 086 (5,420) 
Textiles 3 9,9414 36,043 (2, 710) 


1. U.K. investment per worker converted at current exchange rate of 
Rs. 13.3 per pound. Figures in parentheses are pounds sterling. 


1954 prices. 


No expansion projected for the textile industry in Bombay and 
Ahmedabad during the Second Plan. 


4. 1952 prices, average of Bombay and Ahmedabad figures. 
Source: Compiled from Rosen, op. cit., pp. 133-143. 


War Il, a number of government-sponsored development banks have emerged, 
and the leading manufacturing companies can obtain both short- and long-term 
loans on quite favorable conditions. In fact, some critics of the lending policies 
adopted by these government banks have argued that the latter are "too" accom- 
modating to the large firms and have aided them at the expense of small-scale 
enterprise. The chief source of funds to finance plant and equipment, however, 
has been the undistributed profits accumulated by the manufacturing companies 
themselves. For example, Rosen's data show that, since 1937, the five manu- 
facturing industries have retained about 60 percent of their gross profits after 
taxes; moreover, these reserves accounted for about one-half of the total in- 
crease in fixed and working capital during the same period. Thus, although the 
public capital market in India is still rudimentary, this apparently has not 
seriously limited the ability of the organized manufacturing sector to raise funds 
for capital formation. 


IV. Subcontracting in Small-Scale Engineering 





Rosen was interested in tracing the path of industrial change in small- 
scale operations as well as in the organized sector. This interest, plus the 
failure of most small firms to keep reliable financial records, led Rosen to 
make a special survey of subcontracting in the small-scale engineering industry 
in Bombay. In making the survey he wanted to discover the extent to which 
large-scale, capital-intensive firms subcontract with small-scale labor-intensive 
firms, with the result that the actual labor-output ratio would be higher than if 
the entire production process were concentrated in the large-scale firms 
(pp. 184-202). 
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Rosen's findings are not particularly encouraging despite the rather opti- 
mistic tone of his report. While small firms seem to have an ample supply of 
entrepreneurship, the shortage of financial resources prevents the acquisition 
of the precision-type machinery required to guarantee the large quantities of high 
quality parts which the large firms must have before they are willing to rely on 
subcontractors. A few large firms in the Bombay area set to begin operations 
or expand during the Second Plan seem prepared to try subcontracting--if this 
method proves to be cheaper. However, some have already found that late de- 
liveries or poor quality of products raise actual costs substantially and have 
decided to turn out the required components in their own factories. If this ten- 
dency spreads, small-scale operators will not only lose the large-firm market 
but may also be forced out of business by the competition of the parts division 
of the latter. Once a substantial investment has been made by the large firm, 
its output may well exceed its internal requirements, and it may turn to the ex- 
ternal market, a move which most small-scale producers may be unable to 
withstand. While the government has adopted several programs to aid small- 
scale firms of the sort surveyed by Rosen, these programs have stagnated at 
the very time that small-scale operators must develop viability if they are to 
survive and expand in the years ahead. 


V. Large-Scale Manufacturing in the Second Five Year Plan 





The Second Five Year Plan projects a total investment of Rs. 62 billion, 
a doubling of the rate of the First Plan, with emphasis on "producer's goods" 
development in both the public and private sector. The five manufacturing in- 
dustries surveyed are expected to increase their gross fixed capital by Rs. 
6.8 billion, an amount equal to nearly 60 percent of the total investment projected 


for the modern manufacturing sector. This investment is expected to generate 
an increase in gross value added of about Rs. 1.8 billion. 


Over the Second Plan, it is anticipated that the share of national income 
originating in factory enterprises will increase to Rs. 13.8 billion (in terms of 
1952-1953 prices) compared with Rs. 8. 4 billion in 1955-1956. Thus, factories 
would be contributing about 10 percent of the planned total income by 1960-1961 
and thereby surpass the contributions of small-scale industry. The index of 
industrial production in India is expected to advance to 194 (1951 = 100), which 
would represent a gain of 50 percent over the level at the end of the First Plan 
(pp. 203-206). Furthermore, the large-scale manufacturing sector is expected 
to absorb an additional 400,000 workers by the end of the Second Plan. Since 
total employment in private factory enterprises at the end of the Plan is esti- 
mated at 3.3 million workers, this represents an increase of approximately 12 
percent in manufacturing jobs. It is clear from these projections that the man- 
ufacturing sector will provide employment for a steadily rising proportion of 
the labor force, but it will still absorb only a small share of the gainfully em- 
ployed Indian population. 
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